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SUPPLY AND DISTRIBUTION OF NICKEL 


Avaust 1, 1956.—Filed under the authority of the order of the Senate of 
July 26, 1956, and ordered to be printed 


Mr. SPARKMAN, from the Select Committee on Small Business, 
submitted the following 


REPORT 


INTRODUCTION 


One of the problems of American small business to which your 


committee has devoted a great deal of attention from its very incep- 
tion has been the impact of material shortages on small users. The 
committee was activated shortly before the outbreak of the Korean 
war. That event precipitated an increase in defense production, 
which brought about acute shortages of such materials as steel, 
aluminum, copper, and nickel. The committee has conducted investi- 
gations into the supply and distribution of each of these materials at 
various times since its creation.! 

The problem of nickel shortages and their impact on small business 
was the subject of extensive inquiries and public hearings held by 
this committee in 1951. The findings and recommendations of the 
committee on the basis of the 1951 investigations were the subject of 
а special report to the Senate. 

The nickel situation has continued to command the attention of 
the committee. This was particularly true during the period of 
Government control over this vital metal. Controls were in effect 
from June 1951 until October 1953, under the direction of the National 
Production Authority of the Department of Commerce. In Novem- 
ber 1953, Commerce dropped controls on the civilian use of nickel 
and turned over to the nickel industry, dominated by the Inter- 
national Nickel Co. (INCO), the responsibility of insuring the 

1 See the following hearings and reports of the Senate Select Committee on Small Business: Report on 
Material Shortages (S. Rept. No. 77, 82d Cong., Ist sess.); The Gfay Market in Steel (S. Rept. No. 1141, 
82d Cong., 2d sess.); The Unauthorized Use of Aluminum in the Storm-Window Industry (3. Rept. No. 
1860, 82d Cong., 2d sess.). 

2 Hearings before the Senate Select Committee on Small Business and its report on The Gray Market in 
Nickel (S. Rept. No. 785, 82d Cong., Ist sess.). 

* Students of the nickel industry and those particnlarly interested in the International Nickel Co., its 
creation and early history under J. P. Morgan, and its emergence as the predominant force in the world 


nickel market are referred to The Canadian Nickel Industry: A Study in Market Control and Public Policy, 
by О. W. Main, published by the University of Toronto Press, 1955. 
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meeting of defense needs for nickel and the equitable distribution of 
the remainder of the supply to civilian users. 

The committee observed through this period that the shortage of 
nickel appeared to hit small users most harshly, and the dropping of 
Government controls did not appear to ease the hardship being 
encountered by small concerns. The nickel shortage seemed to be 
felt most acutely by members of the electroplating industry, an 
industry made up predominantly of small concerns. While precise 
statistics on the makeup of this segment of the nickel industry have 
never been compiled, it is generally agreed that, aside from the plating 
shops maintained by the automobile manufacturers and the makers 
of major appliances, there are approximately 50,000 persons employed 
in some 3,000 job shops throughout the country. Thus, the average 
job shop in the electroplating industry employs less than 20 people. 

hese shops do not manufacture any products themselves. They 
perform a service in plating products for some 50,000 manufacturers, 
who in turn employ approximately a million persons and whose 
products are estimated to be worth $10 billion at the consumer level. 

In the face of mounting evidence of hardship among small users of 
basic metals, the members of the committee voted in executive session 
on February 1, 1956, to authorize a comprehensive staff study into 
reported shortages of all basic metals, including nickel. Members 
of the staff conducted numerous interviews in various sections of the 
country with all parties interested in the nickel problem: Individual 
job-shop platers, representatives of the primary producers of the 
metal, officials of companies serving as suppliers to the plating indus- 
try, and officials of the responsible agencies of the executive branch 
of the Government, particularly the Business and Defense Services 
Administration, the Department of Commerce, and the Office of 
Defense Mobilization. 

The primary purpose of the staff inquiry was to determine whether 
the present system of distribution of nondefense nickel was equitable. 
It was recognized that nickel was in short supply, and that everyone 
could not have all he wanted. A secondary purpose of the inquiry 
was to determine whether there were adequate checks and safeguards 
in the distribution system to insure equitable adjustments as the 
available supply of nondefense nickel fluctuated. 

The staff inquiry failed to answer the basic question as to the 
equitability of the system of distribution on nondefense nickel, 
principally because the primary producers and the plating suppliers 
were found to be either unable or unwilling to state just how they 
were apportioning the supply. As to the mechanics of the distribution 
system, the inquiry disclosed some serious shortcomings, particularly 
with respect to the system of self-certification on defense-rated orders 
which went into effect with the dropping of Government controls. 
The inquiry also raised a serious question as to whether the Depart- 
ment of Commerce and its Business and Defense Services Administra- 
tion had not improperl rn pte their policing responsibilities to 
the very quem they should have been policing: the primary pro- 
ducers and the plating suppliers. 

Meanwhile, small job platers had been asking some penetrating 

uestions relative to the supply and distribution of nondefense nickel. 
ey asked how the large automobile manufacturers and the makers 
of large household appliances, heavy users of nickel, could achieve 
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new production records while the platers continued to receive but 
30 percent or less of their pre-Korea supply of nickel. They called 
attention to a mammoth new skyscraper being built in New York 
City and asked how the steel industry could sheath this new building 
in stainless steel, using tremendous quantities of nickel, in the face 
of the asserted shortage of nondefense nickel. The inquiry by the 
committee staff failed to develop satisfactory answers to these ques- 
tions as well. 

In the light of these developments, your committee scheduled open 
hearings to examine the total picture on the supply and distribution 
of nickel. The hearings were held on May 29 and 30, 1956. It will 
be the purpose of this report to summarize those hearings, to report 
on a survey undertaken by the committee upon conclusion of the 
hearings, and to offer conclusions and recommendations designed to 
rectify existing inequities in the present system of supply and dis- 
tribution of nickel. 


CHAPTER I. 1956 HEARINGS 


Senator John Sparkman, presiding as chairman of the full com- 
mittee, noted at the outset of the hearings that the committee’s 
primary concern was with the equitability of the present system of 
distribution of nondefense nickel. He noted that the inquiries con- 
ducted by the staff up to the date of the hearings had not raised any 
serious questions relative to the supply and distribution of defense 
nickel except with respect to the self-certification system on defense- 
rated nickel. He, therefore, expressed the hope that the committee 
would be able to avoid references to classified data on nickel scheduled 
for the defense stockpile and direct defense uses, stating that he wanted 
all parties in interest to have an opportunity to hear all testimony 
bearing on the problems arising out of the nickel shortage. 


A. TESTIMONY OF JOB-SHOP PLATERS 


It became evident at the very outset of the hearings that one of 
the basic difficulties of the industry was a lack of precise information 
as to the quantities of nickel available for nondefense use and complete 
confusion of statistical data bearing on this vital question. A suc- 
cession of plater witnesses testified that they were currently receiving 
between 15 and 30 percent of their allotment, or the amount to which 
they assumed they were entitled under the system of allocations in 
use during the control period from June 1, 1951, to October 31, 1953. 
During that period the National Production Authority established a 
so-called allotment based on the quantity of nickel used by the indi- 
vidual plater during any one of three 6-month periods: the first 6 
months of 1949, the second 6 months of 1949, or the first 6 months of 
1950. Each electroplater, job shop and captive shop alike, was 
allowed to pick the 6-month period among these three in which he 
used the greatest quantity of nickel, and this became his base period. 
By adding all of the base-period usages together, NPA developed a 
theoretical total demand for all electroplaters. The same system 
was followed for other major industry groups, such as the makers 
of stainless steel and nonferrous products. Then, after defense re- 
quirements for nickel were met, the remainder was parceled out to 
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individual civilian users, including electroplaters, in the ratio that 
the individual user's base-period allotment bore to the allotments of 
all users of civilian nickel. It was apparent from the testimony of 
the plater witnesses that this arbitrary system of allotments bore no 
intelligible relationship to the share that each was actually receiving, 
either with respect to his own average use in the past or to the average 
uses of other nickel claimants. It was clear that, even if the supply 
of civilian nickel were as great today as it was during the 1949-50 
period, not everyone could receive 100 percent of his base period 
when each had selected the highest of three different periods. This 
was one factor which clouded the testimony of the platers who spoke 
of receiving currently only 15 to 30 percent of their allotment. 

A second equally important omission which was brought out through 
the testimony of the platers was the lack of published information on 
which a plater might base an intelligent judgment as to whether he 
was or was not receiving an equitable share of the available supply 
of nondefense nickel. Some of the plater witnesses referred to data 
published by the Department of Commerce purporting to show the 
distribution of nickel between various industry groups. 


TABLE 1.— Nickel consumed by major groups as a percent of total, 1946-55 ' 




















| 
1946 1947 1948 1949 | 1950 1951 | 1952 | 1953 1954 1955 

Nonferrous ...... 32.4 | 34.1 | 30.0 | 27,8 | 28.5 | 30.5 | 31.6 | 29. 1 29. 6 23. 4 
Stainless steels... -| 225] 19.01 19.4 | 17.4] 21.1 521 27.01] 21.1 21.6 24.5 
Low alloy ......... ---| 19.5] 215] 238] 19.7] 180] 19.0] 17.7 | 17.9 | 144 | 168 
KElectroplating .... sl 259 11.9 15. 9 21.3 18. 4 7.3| 6.5 | 13. 5 15. 6 15.1 
High temperature ‘and elec- | 

trical resistance alloys....... 85| 64| 66| 59| 58| 86| 79 | 18| 70| 76 
ПОО СЕ аа аа 6.1 7.1 68 7.9 82| 9.4 93| 106 11.8 12. 6 





К.а 7100. 0 | 100.0 | | 100.0 | 100 0 | 100.0 | 100 0 | 100 0 | 100. o | 100. 0 | 100.0 


1 1946-54, Bureau of Mines reported consumption; 1955, estimated consumption 
2 Includes ferrous cast irons, catalysts, ceramics, magnets, and all other uses for defense and nondefense 
purposes. 


Source: Department of Commerce report, A Review of Nickel in the United States, 1946-1956, p. 24 


It was noted that the table showed distribution of both defense and 
nondefense nickel, and, therefore, could not be taken as an indication 
of the pattern of distribution on nondefense hickel alone among the 
major industry groups. Witnesses testified that efforts to elicit the 
latter information from the Department of Commerce were met with 
assertions that the disclosure of such information would violate security 
regulations. Thus, the small electroplaters were left with the alterna- 
tive of accepting without question the Commerce assertion that every- 
thing was equitable, or taking the Commerce position as confirmation 
of their suspicion that officials of the Government charged with over- 
seeing the nickel program were in fact hiding something. Most chose 
the latter alternative. They were particularly sensitive to the possi- 
bility that within the electroplating industry, the nickel suppliers 
might be favoring captive shops, those operating within the plants 
of the large automobile manufacturers and the makers of major 
appliances. 

The general attitude of the platers on this problem was summed up 
in the following words by John Palik, Jr., president of the National 
Association of Metal Finishers: 
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Under the present circumstances, we do not know where 
we stand, and we feel we are not getting a fair distribution. 
Our own experience as job-shop platers clearly indicates to 
us that we are not getting an equitable share of the available 
supply of civilian nickel. 

I think it would be at least reassuring to all the inde- 
pendent job-shop platers in this country if our nickel sup- 
pliers—Udylite, Harshaw Chemical, McGean Chemical, 
Hanson-Van Winkle, and the others—would come right out 
and tell us what they have to distribute in the way of 
civilian nickel, and how they distribute it to the job-shop 
platers and the captive shops. 

These latter plating shops are those owned by manu- 
facturers, such as automotive, appliance, and stamping 
companies. 

Figures published by the Department of Commerce and 
other agencies, on nickel supplies, are misleading, because 
they lump both job-shop platers and captive shops in one 
industry called the electroplating industry. 

There are many indications that the suppliers are favoring 
the captive shops. We may be wrong about this, but we 
are anxious to be shown what the true facts are, and we think 
the best way to accomplish this would be for the suppliers 
to publish the statistics on nickel supplies which would 
distinguish between job-shop platers and the captive shops.* 


Silvio C. Taormina, technical adviser to the National Association 
of Metal Finishers, expressed the problem in these words: 


Now, the thing that is most amazing, the most amazing 
thing is, we have not been able to find who decides how much 
nickel should be gotten. You never know. A job plater is 
in a state of semihysteria all the time. He doesn’t know 
whether he is going to get nickel next month or heis not. He 
doesn't know whether he dares to take an order or does not. 

Who decides how much nickel Udylite is going to get so 
they can distribute? "Who decides how much nickel Har- 
shaw is going to get so they can distribute it? 

I narrowed it down to one thing: After defense and after 
stockpiling, I can't see much about this picture except 
International Nickel, and to me it looks very much like a 
monopoly. 

Why is nickel information classified? There is not any- 
body in the field, and I don't want to be—I don't want to be 
disrespectful here, but there is no reason on earth that any- 
body in the field can see why they shouldn't separate and say, 
“This is the amount of nickel, total nickel." It gives abso- 
lutely no information. “This is the amount of nickel used 
for defense and stockpile; this is the amount that is for 
civilian." 

If we knew how much nickel was available for civilian use, 
then we would pretty quickly find out whether it is equitable 
or not—and that is the key to the whole problem.* 

* Hearings, Supply and Distribution of Nickel before the Senate Select Committee on Small Business, 


84th Cong., 2d sess., May 30 and 31, 1956, pp. 8-9. 
? Hearings, pp. 28-29. 


84620—56——2 
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Mr. Taormina also referred to the Department of Commerce 
publication, A Review of Nickel in the United States, 1946-56, and C 
that publication's listing of the names and identities of the persons lo 
sitting on the Department of Commerce Electroplaters' Task Group, 
noting that not а single plater was included in the membership of the 
group. An excerpt ion that publication follows: 


DEPARTMENT OF COMMERCE 
BUSINESS AND DEFENSE SERVICES ADMINISTRATION 


WASHINGTON, D. C. 


Minutes of meeting of Electroplaters' Task Group, October 
26, 1955, Thomas J. Moore, Jr., Director, Iron and Steel 
Division, Government presiding officer 


Task Group Members 


*Frederic R. Kellogg, Apothecaries Hall Co., Waterbury, 
Conn. 


*Lous M. Hague, Hanson-Van Winkle-Munning Co., r 
Matawan, N. J. 5 
*H. E. Nice, Harshaw Chemical Co., Cleveland, Ohio с 
*R. L. McGean, McGean Chemical Co., Cleveland, Ohio І 
A. W. Grele, Seymour Manufacturing Co., Seymour, Conn. ( 
*C. H. Reeme, the Udylite Corp., Detroit, Mich. | 
Other Industry Representatives | 

| 

J. V. Burley, Republic Steel Corp. | 

| 

Mr. Taormina said: | 
| 


Now, the most interesting table of all is the one on page 
37. This is called the Electroplaters Task Group, and the 
task group members, I would like to read them off: 

Frederic R. Kellogg, Apothecaries Hall; Louis M. Hague, 
Hanson-Van Winkle; H. E. Nice, Harshaw; R. L. McGean, 
McGean Chemical; A. W. Grele, Seymour; C. H. Reeme, | 
Udylite. 

And then under that they have “Other industry repre- 
sentatives,” and that is J. V. Burley, Republic Steel. 

So I figured the only reason Mr. Burley was there was to 
make sure that electroplating just didn’t get enough. And 
how they ever accepted, if they have anything to do with 
the allotment of nickel or dividing it up or whatever you 
want to call it, how they ever маи how these repre- 
sentatives ever accepted 6 percent less in 1955 than they 
got in 1949, I will never understand. 

And one of my strongest recommendations is that à mem- 
ber of the job-plating industry sit on one of those things. In 
the first place, the Small Business Administration should 
have had somebody sitting on each one of them.* 


* Present at meeting. 


* Hearings, p. 39. 
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With reference to the new skyscraper being erected in New York 
City and sheathed in stainless steel, Mr. Taormina quoted the fol- 
lowing from an article which he had written: 


The stainless steel industry produced recordbreaking ton- 
nage of nickel-bearing steel for all purposes. There was 
absolutely no shortage of nickel-bearing steel for any civilian 
purpose. An example of the abundance of nickel for 
civilian use is the Socony-Vacuum building erected on 
East 42d Street, New York City. It is to be sheathed with 
375 tons of stainless steel (No. 302) containing at least 8 
percent nickel. This amounts to 60,000 pounds of nickel. 
To produce 375 tons of stainless steel an additional 375 tons 
(approximate) must be tied up in ingots. Therefore 120,000 
pounds of nickel are tied up in the eyesore on 42d Street. 
This amount of nickel is one-third of the nickel obtained by 
job platers in the New York City area in 1955 for both 
defense and nondefense purposes.’ 


The testimony of the plater representatives left little doubt in the 
minds of the members of the committee that small platers were 
suffering from the nickel shortage. Several of the witnesses spoke 
of their increasing overhead costs and their diminishing ability to 
meet those costs in the face of the nickel shortage. Others spoke 
of the gray market in nickel where they could buy unlimited quanti- 
ties of the scarce metal at prices ranging from $2 to $3 a pound while 
market-price nickel sold for around 92 cents a pound. Bernard 
Baur of the Advance Plating Co. of Detroit testified that during the 
preceding 12-month period, Advance was able to obtain just 56,000 
pounds of market-price nickel from its regular supplier, the Udylite 
Corp., and in order to meet its needs had to purchase an additional 
64,000 pounds on the gray market at an average price of $2.90 per 
pound.’ 

B. ABUSES OF SELF-CERTIFICATION SYSTEM 


The hearings disclosed that substantial quantities of nickel had 
been diverted from defense uses into the gray market through abuses 
of the self-certification system on defense-rated orders for nickel. 
During the NPA control period, platers and other users of nickel who 
were performing work on defense orders were given a priority on the 
available nickel supply. Their requirements were filled by the pro- 
ducers and suppliers before any nickel was distributed for pure civil- 
ian use. When the NPA controls on nickel were dropped at the end 
of October 1953, it became customary for users of nickel to signify 
that they required nickel for production on a defense contract by 
simply stamping on their order “DO,” signifying “Defense Order,” 
and a number to signify the priority. No separate affidavit or cer- 
tificate was required by the supplier. He honored such requests 
without question. There was no provision for the nickel supplier or 
anyone else to verify the claim of a defense priority. Not only was 
there no mechanism for verifying such claims, there was no provision 
for a penalty or any other sanction for misuse of this device. 

. Testimony and questioning of witnesses disclosed that there was, 
in fact, a requirement that certifications be attached to such claims 


|'н рр. 42-43. 
*Hearings, pp. 47. 
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by virtue of NPA Regulation 2, issued March 23, 1953, butTit was 
conceded that this regulation was not adhered to until seriouszabuses 
were discovered in late 1955. 

It was disclosed that 2 New York City companies, with total nickel- 
use capacity of 4,200 pounds a year, had received 15,000 pounds of 
nickel through abuse of the self-certification system, and, by virtue 
of the fact that NPA Regulation 2 had not been adhered to by the 
suppliers, the Government was without means either to recover the 
nickel or to punish the parties involved. 

It was estimated that considerable quantities of nickel had been 
diverted from defense uses into gray-market channels through abuses 
of the self-certification system between November 1953 and the open- 
ing of this committee’s hearings in May 1956, 


C. THE GRAY MARKET IN NICKEL 


One of the companies found to be involved in abuses of the self- 
certification system was the Bond Street Plating & Polishing Co. of 
New York City. The company was under the management of Saul 
Kaufman and Howard Chaims. Messrs. Kaufman and Chaims were 
called to testify before the committee in its hearings, but little useful 
information was obtained from them. Between them they invoked 
the fifth amendment in answer to 75 different questions. Their com- 
pany had obtained 12,000 pounds of nickel on defense-rated orders in 
а 1-year period.? 

Inquiries conducted by the staff of the committee disclosed that 
one New York nickel broker, Joseph C. Raho, operating under the 
name of the Legion Export & Import Co., had purchased 12,000 
pounds of prime nickel in 1955 from the Bond Street Plating & Polish- 
ing Co. at prices ranging up to $2.65 per pound, nickel which Bond 
had purchased from a regular supplier as defense nickel at around 
92 cents a pound. 

Questioning of Mr. Raho disclosed that he handled approximately 
61,000 pounds of prime nickel in 1955, buying it from one person and 
selling it to another at a markup. His gross dollar volume in nickel 
and other metals in 1955 approximated $175,000. An analysis of the 
price history on some 5,000 pounds of nickel traced through Mr. 
Raho's company in 1955 disclosed that its price went from 95 cents 
to as high as $3 a pound before it reached an end user. (See chart.) 
Mr. Raho testified that he was able to transact this volume of busi- 
ness without benefit of warehouse or trucks, and with only his brother 
to assist him in handling telephone calls." 


D. PLATING SUPPLIERS 


Clyde H. Reeme, president of the Udylite Corp., one of the larger 
of the seven supply houses supplying nickel to the electroplating 
industry, testified before the committee on the policies and procedures 
followed by his company in the distribution of nickel. 


* Hearings, pp. 60-09. 
V Hearings, pp. 82-90. 
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Questioning of Mr. Reeme disclosed that he, like his plating cus- 
tomers, was unable to determine whether his company was, in fact, 
receiving an equitable share of the available supply of nondefense 
nickel. The following colloquy occurred during the course of Mr. 
Reeme’s testimony: 


Mr. Noone. Are you satisfied that your company, as one 
of the | t suppliers to the plating industry, is receivin 
an equitable share of the лый кё supply of nondefense nicke 
from INCO? 

Mr. Reeme. Well, you ask me an embarrassing question. 
I am not, to be frank with you. I want to enlarge on that. 

It was brought out in this yellow report of directors* this 
morning that I am on one of these task force groups. We 
have complained of that for years. We have only one 
meeting a year now. 

But in that task force group we have complained for years, 
but there are figures which they cannot give us, which stops 
our argument. In other words, we are not able to say with 
араў that we are not getting our share. 

г. Noone. Do they say why they cannot give you those 
figures? 

Mr. REEME. Yes, because—well, the figures are confi- 
dential. But the reason we have no way of determining 
whether we are getting & fair percentage of the total as 
compared to, let's say, 1949 as related to any other industry 
getting their share of the total as related to 1949, is because 
we don't know how much defense is in their figures. 

And we are always told that that is a confidential figure. 

Some months ago I complained to the Nickel Co. that we 
are distributing nickel on facts—conditions as they existed 
6, 7 years ago, and that is not right. And the Nickel Co. 
comes back, “Well, what do you suggest?” ‘Well, it is 
kind of tough.” ‘Go down to Washington and sell them 
on the idea." 








шады. кер ФА Ни 





I do come down to Washington and talk to Mr. Hersch- cu 
man** and Mr. Director*** about it. The same question: en 
“What do you suggest?” les 

Well, frankly, it is a tough problem. I can’t suggest a ch 
means of bringing it up to date. In 

* * * Mr. Noowk. Do you feel access to that data would ab 
give you a basis for arriving at a determination as to whether | : 
or not you were getting an equitable supply? со: 


Mr. Reeme. Yes, I think it would." 


And later there followed this exchange between Senator Sparkman 
and Mr. Reeme: 


The Cuarrman. Mr. Reeme, let me ask you about the 
industry advisory committee. 


ваљан 

*U, 8. Dept. of Commerce publication, A Review of Nickel in the United States, 1946 to 1956, 

**Harry K. Herschman, Chief of Nickel Section, Ferroalloys Branch, Iron and Steel Division, Business 
and Defense Services Administration. 

***Herman B. Director, formerly advisor on industrial raw materials and stockpiling, Business and 
Defense Services Administration. 

1! Hearings, p. 99. 
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Is there any real accomplishment with respect to it? Is 
there anything real done? і 

Mr. Resme. Well, Senator, I may get myself into trouble 
by expressing myself, but here, frankly, would be my feeling: 

During the war, and I refer to the Korean war, which was 
the real emergency when nickel was tight, they always had 
someone in there from this conservation, бай the minute 
anything was said there about more nickel for the plating 
industry, he would talk, and he does not feel very good about 
the plating. He feels—at least at that time—it was quite 
unnecessary, and he always would bring up the point, “Well, 
we have been talking about prohibiting the use of nickel for 
plating completely.” 

Since that time, frankly, I have felt frustrated in any one of 
those meetings, because we go in, and here is the agenda, and 
the minute we start talking about whether or not the plating 
industry is getting its just share, they tell us, “Yes, it is 
getting its just share,” and we can’t get any figures to check 
that information. 

The CnHargMAN. Do you see any reason for all of the 
secrecy surrounding these figures? 

Mr. Reeme. Well, you read so many things in the paper 
that you think should be more or less secret, as far as disclos- 
ing them to foreign nations. 

‘he CuarrMan. That is the very thing I am thinking 
about—if, by giving away the amount of nickel we are using 
for defense purposes, you would tell how many planes we are 
making or how many engines. 

Mr. Reeme. That is correct. 

The CnairRgMAN. But you do not have to figure it out that 
way. You read that in the newspapers. 

Mr. Reeme. Under the circumstances, I cannot see the 
reason for it.’ 


When asked to state how much nickel his company was receiving 
currently for distribution to platers, Mr. Reeme stated that their 
entire allocation of nickel for civilian purposes during the year 1955, 
less the approximate 7 percent used in the manufacture of nickel 
chemicals, was less than their purchases during the first half of 1950.'* 
In other words, Udylite's 1955 receipts of civilian nickel were only 
about half their receipts during 1950. 

Mr. Reeme supplied the following information relative to his 
company and its system of distribution to the plating industry: 


Our company is engaged in the business of the manufacture 
and sale of plating equipment of various types and in the dis- 
tribution of metals, chemicals, and supplies used in the plat- 
ing industry. The company also operates in other fields 
which are not pertinent to this inquiry. 

Our company purchases nickel from International Nickel 
Co. for distribution to our customers. International Nickel 
is our sole source of supply with the exception of premium 
nickel diverted during the past several months from the 
stockpile for civilian use. 


12 Hearings, pp. 101, 102. 
13 Hearings, p. 132. 














12 


SUPPLY AND DISTRIBUTION OF NICKEL 


If that needs explanation, I can give it. There has been 
reference here today to three types of nickel: The standard 
price, which in anode form is in the neighborhood of 92 to 95 
cents a pound, depending on the quantity. There is what 
has been referred to as premium nickel, selling in the dollar- 
thirties. That is these diversions from stockpile, which as I 
understand it resulted from the Government’s anxiety to 
boost production, making contracts to pay higher prices to 
the producers. 

When the Government diverts from the stockpile and some 
of that is directed to us, we have to pay a higher price for it. 

Then there is, of course, the black market or so-called black 
market, which we do not deal in. 

This premium nickel became available to us through Alloy 
Metal Sales, Ltd., a Canadian corporation. 

Except during periods of nickel shortages, as at present, 
our policies and procedures in the distribution of this metal 
have been no different than in the distribution of any other 
metal or commodity. 

During the year 1949 and the first 6 months of 1950—you 
have asked about this in your wire, and that is the reason | 
cover that—there was no shortage of nickel and we were in a 
position to fill all orders which we were able to obtain for this 
metal. 

Beginning on or about July 1, 1950, a very drastic shortage 
in the available supply of nickel for civilian uses developed. 
Our supplier, International Nickel Co., advised us at or about 
that time that we could expect to receive only a limited 
supply of nickel for distribution to our customers for civilian 
uses. We were thereafter advised from time to time by our 
supplier as to the amount of nickel which would be allocated 
to us on a monthly basis for distribution to our customers for 
civilian uses. 

When this condition developed we, of necessity, were 
required to adopt such procedures as would afford to our 
customers substantial equality of treatment. We distrib- 
uted to our customers, during the months following, available 
nickel on an equitable basis in relation to the past purchases 
and requirements of the customer. 

This situation continued until the National Production 
Authority issued NPA Priority Order M-14 relating to 
nickel. As this committee no doubt knows, this order estab- 
lished the first 6 months of 1950 as & base period and limited 
the use of nickel in manufacturing, processing, or construc- 
tion to a percentage of the consumption of nickel during the 
base period. 

In January 1951, order M-14 was amended to prescribe 
certain limitations on the end uses of nickel for civilian 
production. 

As of June 1, 1951, the allocation of nickel was taken over 
by NPA. Asof August 15, 1951, NPA Order M-80 was is- 
sued which further restricted the end uses of nickel for 
civilian production. 
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КРА, under this order, initiated the policy of permitting 
small users to purchase up to 100 pounds of nickel per month 
without regard to base period purchases. 

In August of 1952, permission was granted by NPA to the 
use of three alternative base periods for determination of al- 
locations to consumers. The periods were as follows: (1) 
first 6 months of 1949, (2) the second 6 months of 1949, (3) 
the first 6 months of 1950, whichever produced the larger 
amount of nickel for each consumer, with the proviso that 
the consumer had purchased nickel from the supplier during 
the first 6 months of 1950. 

While the above-mentioned orders were in effect, the 
policies and procedures followed by the company in the 
distribution of nickel were in accordance with the provision 
of the orders and other directives issued by the National 
Production Authority. 4 

Effective November 1, 1953, nickel was removed from 
Government control. The metal, however, continued in 
short supply for civilian uses. Our supplier, International 
Nickel Co., continued to allocate to us a specified amount of 
nickel on a monthly basis for distribution to our customers. 

Our company continued in effect a policy of allocating the 
available nickel to its customers on an equitable basis. “Tt is 
our practice to supply established small users 70 pounds of 
nickel per month. 

The company adopted, as a basis of allocation, the base 
periods prescribed by NPA which have been mentioned 
above; that is, the choice of the three. 

The customer is privileged to select the base period which 
will afford to him the greater quantity of nickel. The quan- 
tity of nickel allocated to us determines the amount which 
we are able to allocate to our customers as a percentage of 
their base-period purchases. 

In administering the policies and procedures mentioned 
above and discharging our responsibilities in distributing this 
critical metal, we have at times found it necessary to meet 
emergencies and cases of hardship encountered by our 
customers. 

Inevitably cases arise involving imminent danger of a 
customer being forced out of business due to lack of nickel, 
with threatened layoffs and unemployment. ‘There are also 
cases of loss of nickel by theft or accident, and other critical 
situations. 

In some such instances we feel compelled to make ex- 
ceptions. 

I would like to mention here Mr. Baur, who testified this 
morning, is a good friend of mine. He was, and we realized 
it, in danger of losing his business, of going out of business. 
He owed us a lot of money, and we would certainly have had 
a better chance of getting our money by giving him unlimited 
quantities of nickel. 

We helped him to some extent, because we felt awfully 
sorry for him, and we felt obligated to him; but we could not 
give him the nickel he desired ; we could not give him un- 
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limited quantities. It would not have been fair to our other 
customers. 

We believe that meeting such cases on the basis of need in 
accordance with our best judgment is not a departure from 
the basic principles of fair and equitable treatment which we 
have made every effort to maintain." 


E. DEPARTMENT OF COMMERCE 


Frederick H. Mueller, Assistant Secretary of Commerce, delivered 
a prepared statement in which he asserted, without elaboration: 


The desired equitable and orderly distribution of nickel in 
the civilian area without Government controls has in the main 
been achieved, criticisms to the contrary notwithstanding." 


When pressed for the basis of this value judgment, Mr. Mueller was 
unconvincing. There were vague assurances from his associates that 
representatives of the Department of Commerce have regularly con- 
ducted audits of both the International Nickel Co., producer of 65 
percent of the free world’s supply of prime nickel, and the operations 
of the supply houses, but later questioning of other witnesses dis- 
closed that no present employee of the Department of Commerce has 
ever conducted an on-the-spot examination of distribution policies or 
procedures of the International Nickel Co. 

Mr. Mueller and his associates implied that, since Government 
controls had been dropped and the idea of reimposing such controls 
was abhorrent, too close a scrutiny of the system of supply and dis- 
tribution of civilian nickel was not warranted. The following ex- 
change occurred: 


Mr. Opom. * * * What is your position with reference to 
one member, one element in the industry—International 
Nickel Co.—having such an influence that it can control that 
industry? Do you find that equally abhorrent? 

Mr. Mvueuuer. I think it is, as a general thing, a bad thing 
for industry, for the free-enterprise system, when one organi- 
zation is in a position to control any product or any material. 
1 Mr. P Do you think that 1s the situation in this in- 

ustry 

Mr. Mve ter. I think to а large extent the International 
Nickel Co., being in a dominant position in the nickel busi- 
ness, does, because of that position, have to make decisions 
with respect to the distribution of nickel. 

I do, however, feel that the very fact of their dominance 
and of their determination, you might say, not to continue to 
dominate, but to make it possible for the ongoing of their own 
business, determines that they shall make those decisions in 
the best interests of the economy as a whole. 

Мг. Ovom. Rather than in the best interests of Interna- 
tional Nickel? 

Mr. Mvuetter. Right. 

Mr. Ovo. So that you could say as between International 
Nickel Co. controlling that industry and the Government 


4 Hearings, pp. 95-97. 
V Hearings, pr ils. 
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controlling the industry, you would rest it in the hands of 
International Nickel Co.; is that your testimony? 

Mr. MvELLER. Well, as a matter of fact, that is the way it 
has been done, to a large extent. 

Мг. Ором. Апа you think that is the best procedure? 

Mr. Mve ter. I think it is far preferable to the Govern- 
ment doing it.' 


Mr. Mueller supplied the following information relative to the 
nickel situation generally and current procedures on distribution of 
nondefense d: 

The present nickel situation in this country may be charac- 
terized as one of basic shortage; that is, inadequacy of present 
supply to meet a total demand of ever-increasing magnitude, 
both military and civilian. Cure for this situation must come 
from increasing overall supply. Measures to that end are 
underway, indeed have been underway for some time. 
These are being undertaken at the behest of, and with the 
assistance of, the Government. As both Secretary Weeks 
and Dr. Flemming have stated on repeated occasions, solu- 
tion is not to be found in the direction of reimposing general 
Government controls on the civilian distribution of nickel. 

Such controls would not improve the situation, in our 
opinion. Certainly they would not increase the total quan- 
tities of nickel available for nondefense purposes. Nor 
could they result in increased quantities of nickel for the 
individual consumer unless, as a feature of such controls, 
resort were had to a system which would favor some types 
of civilian uses at the expense of others deemed less essential 
to the community. To do this would, in effect, pronounce 
death sentence for many firms and businesses which are now 
dependent on nickel for purposes which, although perfectly 
legitimate, are relatively less essential. The impact would 
be felt most heavily among those groups which are of special 
concern to this committee, namely, small businesses and in 
particular the plating industry. 

* + * * ж 


When Government controls over nickel were terminated іп 
November 1953 this was done only upon assurance from 
nickel producers and suppliers that distribution of the 
balance of nickel supply available for nondefense use could 
and would be effected in an equitable and orderly fashion. 
The desired equitable and orderly distribution of nickel in 
the civilian area without Government controls has in the 
main been achieved, criticisms to the contrary notwith- 
standing. That this has been the case is largely attributable 
to the conscientious efforts of the individual producers and 
suppliers, and their cooperation and willingness in subjecting 
their dealings and records to Government inquiry and 
inspection as requested. 

бг great practical significance has been the position of the 
International Nickel Co. as the predominant producer- 
supplier. 'Tbis has enabled it to adjust its distribution to 
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take into account quantities of nickel received by its cus- 
tomers from other suppliers. INCO apportions its deliveries 
on а basis which takes into account the consumer's individual 
historical use during a base period. Appropriate adjust- 
ment is made for such factors as loss of ма consumption 
during the period of Government use restrictions, new entry 
into business, and the like. The plating suppliers in turn 
adhere to a practice of distributing the а nickel 
received by ы to their plating customers on the basis of 
their respective average monthly base purchases during the 
most favorable of the following 6-month periods: the first 
half of 1949, the second half of 1949, or the first half of 1950. 
Here, again, provision is made to accommodate the needs of 
new platers to a limited extent. 

When the distributor of Government-owned  Nicaro 
nickel receives a request from potential new customers, the 
application is referred to the General Services Administration 
for credit reference. The GSA has in the past requested 
the Department of Commerce to advise the GSA whether 
the potential customer is a bona fide nickel consumer and 
not a person who seeks to purchase nickel solely for the 
purpose of resale. The Department of Commerce advice 
is limited to a description of the known nickel-consuming 
history of the potential customer and recommendation of 
action on application of customer. GSA, as the administer- 
ing agency of the Nicaro operations, makes the decision." 


F. BUSINESS AND DEFENSE SERVICES ADMINISTRATION 


Representatives of the Business and Defense Services Administra- 
tion of the Department of Commerce testified that they had been 
conducting regular audits of the primary producers and the supply 
houses on their policies and procedures on the distribution of nonde- 
fense nickel. In answer to questions, however, it was conceded that 
the audit of International Nickel Co. was conducted by Herman 
Director, formerly adviser to Commerce on industrial raw materials 
and stockpiling, who is no longer with the Department. It developed 
further that Mr. Director had made no written, detailed report of his 
examination of INCO but had merely reported his conclusion to his 
superiors that INCO policies and procedures were satisfactory. 

Efforts to elicit specific information from the representatives of 
BDSA on the actual quantities of nickel going to electroplaters brought 
either ambiguous answers or protests that the disclosure of such 
information would violate security regulations. Harry Herschman, 
nickel specialist in the Iron and Steel Division, BDSA, did concede 
under questioning, however, that the quantities of nickel available 
for civilian consumption have increased each year since 1952, and that 
the quantity available for such purposes in 1955 was at least 75 percent 
of the amount available in 1950, a year of relative plenty. Thus, the 
testimony of small electroplaters to the effect that they were getting 
only 15 to 30 percent of their base period took on new significance. 





7 Hearings, pp. 108, 109, 
18 Hearings, p. 122, 
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G. THE INTERNATIONAL NICKEL CO. 


Henry S. Wingate opened his testimony before the committee by 
noting that he is president of both the parent company, the Inter- 
national Nickel Co. of Canada, Ltd., à Canadian corporation, and the 
American subsidiary, the International Nickel Co., Inc. He stated 
that this was the first time in the history of INCO that a representa- 
tive of the company had been before a committee of Congress. 

Mr. Wingate delivered à comprehensive and enlightening review of 
the history of INCO and the evolution of the present problems of the 
nickel industry, particularly as they relate to electroplating. Persons 
actively engaged in the industry would do well to read Mr. Wingate's 
testimony in full.* For purposes of this report, only a few of the 
highlights of his testimony will be mentioned. 

Of particular interest was Mr. Wingate's description of the system 
of distribution employed by INCO on nondefense nickel. He asserted 
that this was the fullest exposition of the system yet disclosed. In 
view of their importance to electroplaters generally, his comments in 
this connection are worthy of reproduction in full: 


We set up a system, as I indicated, first of taking care of 
all defense requirements. We asked all of our customers to 
tell us each month how much nickel they requested, how 
much nickel they required for their melting, plating, dissolv- 
ing operations, to identify how much of that nickel was 
required for defense purposes and to substantiate this by 
indicating on their requests what the particular ratings were 
which were the bases of their claims for nickel for defense. 
And, also, of course, to finally substantiate this at the time 
the order was placed by identifying the ratings on the orders 
that were placed with us. 

We asked them to do one other thing. We asked them 
to tell us, not the identity of their other suppliers, but to tell 
us the total amount of nickel which they would receive for 
the period in question from all of the other producers whose 
nickel had been allocated as ours had been allocated by the 
Government during controls. 

Now, they were the Falconbridge Co., which is the second 
largest nickel producer in the world, a Canadian corporation 
wholly independent of mine; another was the Sherritt- 
Gordon Co., which is a newly rising independent Canadian 
company which, in time, may become an even more im- 
portant producer; and the fourth was the Government itself, 
through its operations at Nicaro, Cuba. 

A customer reported to us, for example, that he needed 
1 million pounds of nickel, and that he was receiving from 
all other sources 300,000 pounds of nickel and that his 
defense requirements were 500,000 pounds of nickel. 

We immediately gave that customer 500,000 pounds of 
nickel without a minute’s delay. So, since he had 500,000 
pounds more nickel required for civilian purposes and had al- 
ready reported to us that he received 300,000 pounds, or 
was going to, from the other suppliers, we knew that the call 
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on us was 200,000 pounds civilian, and the call on the others 
was 300,000 which would be supplied. 

We then examined the total civilian supply available to 
the United States, through these customer reports and 
through their being examined by the Department of Com- 
merce, who were in a position to know just exactly what total 
each company was receiving from these other sources. And 
we, of course, had a vast amount of trade information which 
let us know precisely the total quantity coming in from all 
foreign sources. Thus we were able to determine whether 
these reports were substantially accurate. 

But, having in this typical case a claim for 500,000 pounds 
of nickel for civilian purposes, we similarly evaluated the 
requirements of every other user of nickel in the United 
States with whom we regularly dealt directly, numbering 
somewhere between 700 and 1,000 companies. 

And totaling up the entire civilian requirement in that 
way, we similarly matched against it the total civilian supply 
that was left after taking care of the defense requirements. 
That took into account, of course, the nickel from the other 
sources and our sources. And if the civilian supply available 
was 70 percent of the demands, we had the problem as to 
how to allocate that to each customer. Should it be allo- 
cated in accordance with his requests? Well, it was obvious 
that the methods of evaluating needs on the part of different 
customers would vary all over the lot. Probably from 
period to period the nickel that would be requested by a par- 
ticular customer would indicate a trend and give us a feel 
of his real needs. But we did not feel that we were in a posi- 
tion to evaluate either the relative merits of or the stand- 
ards used for measuring the requirements which had been 
stated to us. It seemed obvious that we couldn't use requests 
as a measure of dividing up the available nickel. 

So what we did first was to say: How did the Government 
do it? And we looked at the way in which the Govern- 
ment allocated nickel during the control periods of 1951 
through 1953. Now, the Government learned a lot during 
that period. And gradually, as a result of hardship cases 
and special situations that developed, such as new plants 
that had not been in being early in the Korean period but 
were in being at the D d period, the Government had 
arrived at a system which was in effect during approximately 
the last 3 months of Government controls. So we took as 
one of our tests the quantity of civilian nickel made available 
to each customer in this country during the last 3 months of 
Government control, and we put them all down. We said for 
example, ‘‘Here’s John's company. The Government allowed 
him for civilian purposes 5,000 pounds of nickel. He has 
got a claim for 5,000 pounds." 

And then we were concerned that the selection of that 
base for all might be very unfair to companies who, because 
of the denial of end uses during the Korean war, were pre- 
vented through the control regulations from having sizable- 


civilian requirements during that period. We had to sub- 
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stitute for such companies some notional equivalent of the 
take which other companies had experienced for civilian pur- 
poses during the last 3 months of Government control. 

So, one of the things that we did was to look back 10 а 
period of very important industrial activity immediately 
prior to controls. We looked at the record of receipts—that 
is, of deliveries of nickel from all sources to every user of 
nickel; and I will define that a little later—in this country 
for the years 1948 through 1950. We did not use Bureau of 
Mines consumption figures. They were not figures that had 
been used during the period of international allocations, be- 
cause of the extremely difficult problem of measuring 
consumption, and the different ways of reporting. We felt 
that we had to deal with the only thing that we knew was 
completely reliable—that was the deliveries of nickel to the 
various segments of the trade, which was a matter of indis- 
putable record. 

We knew that there wasn’t nearly enough civilian nickel to 
allot to each civilian customer the amount of nickel that he 
received on average in the years 1948 through 1950, if the 
take in that period happened to be higher than the take that 
he had in the last 3 months of Government controls. 

And so we factored the average of 1948 through 1950, on a 
basis which had a reasonable relationship to the expected sup- 
ply for civilians. We took a figure of less than 100 percent 
of the average of 1948 through 1950, but we took it uniformly 
for everyone, and set down another figure and said: “He 
ought to be entitled to at least that much.” 

Then we said: ‘Well, there are some customers who, be- 
cause of important defense activities in the Korean war 
period, which have now gone out of the window, if those 
standards are used on them, are going to be pinched, and 
because of this fluctuation in defense we should set down 
another standard.” 

And we set down another standard, which was that each 
customer should be able to receive for defense and civilian 
combined as much as he received for all purposes in the years 
1948 through 1950. That is, defense and civilian combined. 

Then we applied a number of other adjustments. We 
looked at this proposed method of establishing an entitlement 
for each customer. Of course, we knew that, since we were 
selecting a high entitlement for each, we would get a com- 
bined maximum figure which would be excessive in terms of 
the supply, which would therefore have to be prorated to 
each in terms of the maximum figure ascribed to each. We 
looked at that, just trying to apply our commonsense to see 
how it would work. And, for reasons which at the moment 
I can’t completely reconstruct, but which can be recon- 
structed—I am sure my staff could do it instantly—we found 
that that was going to work a hardship in the field of plating. 
We saw supply houses which had taken away nickel from 
small platers to supply certain Government plants which 
were going to go out of existence. And we felt that in order 
to put the plating industry in a position which we thought 
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was the equivalent of the position in the other industries, we 
should up the figures we had derived. We arrived at a total 
adjustment, a large number of pounds of nickel, and we pro- 
rated those rends of nickel over all of the supply houses in 
this country in proportion with the highest figures we had 
previously derived for them. 

We then made a few minor adjustments, which I don't 
believe applied in the plating industry, in cases where it was 
obvious that to apply the standard of 1948 through 1950 just 
didn't make sense. If I can just take one example: I can 
remember there was one ми company that had terrific 
management difficulties in one of those years and, for that 
reason, the whole business practically blew up in one of those 
particular years. It was certainly obvious that that year 
shouldn't be used without adjustment. In that case we 
moved back and put in the figure they had in the year 1947 
to compensate for the other. 

In that fashion, we proceeded for approximately 6 months 
after controls were off. We learned a lot during that period 
as to how this was really working out. We made calcula- 
tions month by month. And since one of the factors taken 
into account was that current civilian plus defense—and 
defense changed monthly—was to be at least as high as the 
1948 through 1950 avearge, we had figures which varied quite 
drastically from month to month for a particular customer, 
and he thus had no stability of supply for civilian purposes. 

So, we wound up at the end of the 6-month period reex- 
amining our procedure. We sat down and discussed the 
problems with the staff members in our office representing 
each industry, and I can assure you they represented the in- 
dustry not only with great skill but many times with great 
emotion. dd: after hearing the case pleaded for every cus- 
tomer in this country we then, in effect, struck an average for 
each customer of what our performance had been for him 
under this rather complicated system for a period which 
— in November of 1953 and carried through until April 
of 1954. 

We took the month which was the month of greatest 
civilian supply, which happened to be the month of Decem- 
ber. That was before the stockpile had started on its new 
program of pushing up its take of nickel from various sources 
and, therefore, before there was a further fall in supply re- 
maining for civilian purposes; this occurred in the ep part 
of 1954. But December of 1953 was & peak period and we 
felt that on balance that was the most favorable for everyone. 

We saw how our system worked out for that month and we 
said: "All right, he is entitled to that." But just in case 
that was a bad month for someone, we moved over and made 
another computation, taking the average of the whole 
period. We put that down. And then we put what we 
did at the very end of the period—I think it was March or 
February—and putting those results all in front of us we 
selected what we thought was the fairest for the particular 
customer. 
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Now, I want to emphasize that we did not make any divi- 
sion on the basis of industry. We approached this problem 
customer by customer. But, obviously, particularly in the 
plating industry, since the factors with whom we deal num- 
ber only 10, when you consider the problems one by one you 
really are—and their problems are very much in common— 
considering the problem on an industry basis. We didn’t 
approach this with any preconceived notion that the plating 
industry should receive the same percentage as for 1948 
through 1950 and steel should receive a certain percentage 
of the supply. We approached it company by company, as 
I have described it. 

We have continued on the basis that I have described. 

I have seen a number of nickel users, from San Francisco 
to Milan, Italy, and I rarely see a customer who doesn’t 
think that he has got a special situation, that he isn’t being 
discriminated against. We have never broadcast exactly 
how we ran our system. This is the fullest description by far, 
and it is a fairly detailed one, that has ever been given.” 


We felt that were we to advise every user in this country 
on all of the factors that we applied in the determination of 
what we called his basic entitlement, which is thrown into 
the hopper with everyone else’s and the civilian supply is then 
divided proportionately, we would have interminable argu- 
ments as to whether some little refinement couldn’t be made 
here or there so that he could take away the nickel from the 
next one, because that is the only place it could come from. 
But when we do have our discussions, and there is a feeling 
that perhaps they are not getting their share, we ask lots of 
searching questions on what their problems were at different 
times, so as to test-check ourselves as to whether we really 
did understand that industry, and its idiosyncracies in the 
periods that we considered, as well as we thought we did.” 


The problem, of course, is basically the problem of defense. 
I think you should get, if you haven’t, a perspective of the 
terrific demand for nickel in the military field as contrasted 
with the demand for other metals. I have done my best to 
make a study of how much of the world’s production of 
copper is going into military and stockpile purposes. I 
don’t know the answer. The highest estimate that I have 
ever heard an informed person make is 10 percent. I think 
that is very high. There is a reasonable chance that it is not 
more than perhaps 5 percent of all of the copper that is now 
produced—at any rate, it is somewhere in there. 

It is perfectly apparent to me, since I am aware of all of 
the sources of nickel in the world and of the production, and 
I have a good idea of where it is all going, it is perfectly 





V Hearings, pp. 142-145. 
*! Hearings, р. 146. 
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On the matter of informing the supply houses and other customers 
of INCO as to their basic entitlements, Mr. Wingate said: 


Mr. Wingate's comments on the impact of defense demands for 
nickel were also illuminating: 
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clear—and I am not мар about the United States, but 
looking at it on a free-world basis—today fully 40 percent of 
all of the nickel which is produced is used for defense or stock- 
pile purposes. That is an enormous load on the suppliers, 
far out of proportion with lead or copper or any other com- 
parable metals.” 


On the question of additional nickel production, Mr. Wingate 
stated that when he joined INCO the company’s known reserves were 
estimated to be sufficient to take care of all needs for the next 100 
years. Today, with the increasing demands for nickel for use in 
products and industries undreamed of prior to World War II, and, 
in spite of the development of new sources, the known reserves are 
sufficient to meet the demand for only the next 25 years. He stated 
that INCO now recognizes an ever-increasing market for nickel and 
for this reason is “betting about $7 million a year’’ for new research, 
exploration, and development to meet the demand. He said that his 
company was currently exploring new reserves in Canada which 
could conceivably greatly increase the known reserves of the company 
and that definite word on this possibility should be available in the 
fall of 1956. Actual production from this source would be 3 or 4 
years off, however. 

For the immediate future, Mr. Wingate stated there were two 
questions, the answers to which would indicate the possibility of early 
relief to nondefense users of nickel: 


* * * The first is, Is this Government going to be able to 
offer to the public the 20 million additional pounds of nickel 
which this Government is going to produce in Cuba begin- 
ning January 1 of 1957, 6 months away? 

* * * There is also the related second problem, as that 
problem is being considered, as to whether the Government 
would find it possible to discontinue taking into the stock- 
pile the quantities which are now going into the stockpile.” 


Concluding his testimony on the present system of distribution of 
nickel for civilian use, Mr. Wingate said that the supply houses as a 
group are today receiving exactly the same percentage of the avail- 
able civilian supply as they received as a group in the years 1948 
through 1950—*'exactly the same percent, in fact, to point 1." Не 
conceded, however, that as between various supply houses, one may 
be receiving more or less than another in proportion to the share 
delivered in the 1948—50 period. 

He added that his company exercises no control over the supply 
houses in how they distribute the nickel supplied to them by INCO. 

In response to à committee request for the actual amounts of nickel 
delivered to the individual supply houses annually since 1949, Mr. 
Wingate stated he would be glad to supply this information on a 
confidential basis. 


H. OFFICE OF DEFENSE MOBILIZATION 
Dr. Arthur S. Flemming, Director of the Office of Defense Mobiliza- 
tion, presented an account of the present supply situation on nickel 


2 Hearings, p. 147. 
23 Hearings, pp. 168, 169. 
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and the steps taken by the Government to increase production. As 
to the Government's responsibility for insuring an equitable distribu- 
tion of the available supply of nondefense nickel, however, Dr. Flem- 
ming insisted that the Government could not accept such a responsi- 
bility except upon reimposition of controls. He would concede merely 
that the Government had an “interest” in the civilian supply and 
distribution system for the purpose of determining whether controls 
should be invoked. 
It was noted that the Defense Production Act provides: 


The powers granted in this section shall not be used to con- 
trol the general distribution of any material in the civilian 
market unless the President finds (1) that such material is a 
scarce and critical material essential to the national defense, 
and (2) that the requirements of the national defense for such 
material cannot otherwise be met without creating a signifi- 
cant dislocation of the normal distribution of such material 
in the civilian market to such a degree as to create appreci- 
able hardship.” 


But still Dr. Flemming was unwilling to concede that the Govern- 
ment should take a hand in arbitrating claims of civilian users on their 
equities in the available civilian supply. 

Dr. Flemming did agree that public disclosure of basic data on the 
supply and distribution of nickel might be beneficial and said: 


Of course, what we are up against there is, and what we all 
appreciate is the question of how far we should go, all of us, 
in divulging defense information in public, and that is an 
area where I refuse to be dogmatic and say that all of the 
present classifications are just what they should be, and that 
there should not be any change. 

Yet I do appreciate the fact that there is a problem there, 
and we certainly do not want to accentuate the security 
problem in any way. 

But that does present us with a problem, in a sense; and 
yet I think we can be ingenious enough so that we can get 
around that without disclosing classified information and 
yet, at the same time, give people some feel as to where they 
stand in relation to the total picture.” 


Reference was made to a report dated April 13, 1956, and entitled 
“Report of the Attorney General Pursuant to Section 708 (e) of the 
Defense Production Act of 1950, as Amended," wherein the Attorney 
General noted that— 


unless all of the facts in the distributive picture in these 
critical areas (scarce metals, including nickel) are known, it 
will be impossible to gage with any degree of certainty the 
effect of the present defense program upon economic con- 
centration in the civilian economy. 


The Attorney General suggested the necessity for the Small Business 
Administration or some other agency of the executive branch to de- 


** Defense Production Act, as amended, title 1, sec. 101 (b). 
?! Hearings, p. 189. 
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velop basic data in these important areas. Commenting on this re- 
port, Dr. Flemming said: 


* * * [] feel that working together we can be ingeni- 


ous enough to develop a method of giving people some feel 
of how they are related to the total picture, without violat- 
ing security standards. 

I think that the agencies ought to make an effort along 
that particular line; I agree with you completely on that, 
and I would be very glad to assist in such an effort. 

I would be glad to work with this committee, and I would 
be glad to work with the agencies concerned on it, because 
basically, when I get into this particular area, the more I can 
put on top of the table, the more I can make public, the happier 
I am, the better I feel about it, and that is true in connec- 
tion with this whole stockpile operation.? 


During the hearings, Senator Wayne Morse and other committee 
members asked Dr. Flemming to explore the possibility of relaxing or 
ending stockpile requirements in the light of pending permanent in- 
creases in the production of nickel. It was felt that such a step would 
materially assist the small, one-line users of nickel who have suffered 
starvation diets during the past 6 years. Within the past several 
weeks, the Office of Defense Mobilization has announced a further 
diversion of 5 million pounds from the stockpile for delivery to mili- 
tary and civilian users during the fourth quarter of 1956. In addi- 
tion, it was announced that no deliveries at all would be made to the 
stockpile during the first quarter of 1957. Your committee is gratified 
that the Defense Mobilization Board and the Defense Mobilizer were 
able to make such a decision. These actions should make a major 
contribution to the well-being of civilian nickel users, unless increased 
military demands again absorb all the additional quantities thus made 
available. 





CHAPTER [[. COMMITTEE SURVEY ON SUPPLY AND DISTRIBUTION OF 
NICKEL 


At the conclusion of the hearings it was apparent that the com- 
mittee lacked the type of data necessary to form a sound judgment 
as to the equitability of the system of supply on nondefense nickel. 
The only man who had conducted any comprehensive survey had left 
the Government, and no written statistics were available from his 
study. The reluctance of the primary producers and the supply 
Eo houses to have their basic information on their sales made available 
y to competitors, although understandable, had made the compilation 
of such data impossible. 

The committee concluded that although the gathering of such data 
would be time-consuming and laborious, it was nevertheless necessary 
to a logical conclusion of the committee study. It, therefore, decided 
to undertake such a survey 

At this point, your committee wishes to commend the Office of 
Defense Mobilization for its cooperation in declassifying certain data. 
It is agreed that national security will Le in no way compromised by 
releasing the total amount of nickel taken for defense and stoc kpiling 


9! Ibid. 
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urposes, so long as no program breakdowns are revealed. With this 
ae surmounted, your committee and all others interested in the 
distribution of nondefense nickel are able to proceed with a set of 
recognizable and agreed-upon statistics which have hitherto been 
shielded from public disclosure. This action should lead to better 
understanding of the nature of the problem among the producers, 
distributors, and users of nickel. 


A. QUESTIONNAIRE 


The committee launched its survey shortly after the conclusion of 
the hearings by addressing questionnaires to the International Nickel 
Co., Inc., ‘and to the seven plating supply houses identified by Mr. 
Wingate as the suppliers to the American electroplating industry. 

The questionnaire addressed to LINCO requested the following data: 

1. Quantities of nickel delivered by INCO to its plating-supplier 
customers for nondefense use from 1949 to date, by customer and 
on an annual basis. 

2. Quantities of nondefense nickel reported to INCO by its 
plating-supplier customers as having been received from sources 
other than INCO during the same periods. 

Basic entitlements assigned to each of its plating-supplier 
customers by INCO. 

4. Quantities of nondefense nickel delivered by INCO during 
the same period to its customers for use in the production of 
stainless steel, these figures being requested for such users as a 
group and on an annual basis; also the quantities of such nickel 
which these customers informed INCO they were receiving from 
sources other than INCO. 

The following plating-supply houses received questionnaires from 
the committee: 

Apothecaries Hall Co., Waterbury, Conn. 
Hanson-Van Winkle-Munning Co., Matawan, N. J. 
Harshaw Chemical Co., Cleveland, Ohio 

McGean Chemical Co., Cleveland, Ohio 

Seymour Manufacturing Co., Seymour, Conn. 
Udylite Corp., Detroit, Mich. 

Wagner Bros. Co., Detroit, Mich. 

The questionnaires addressed to the foregoing companies asked for 
the following information: 

1. Quantities of nondefense nickel acquired from all sources 
and the quantities delivered by the supply house to its customers 
in the electroplating industry on an annual basis from 1949 to 
date. 

2. A breakdown of the quantities of nickel acquired each year 
from INCO and a separate figure on quantities acquired from all 
other sources. 

3. A breakdown as to the form in which the nickel was acquired, 
that is whether as anodes, salts, or other nickel-bearing chemicals. 

4. A breakdown on annual deliveries to its customers as be- 
tween independent job shops and end-item manufacturers. 

5. Quantities of nickel acquired in one form, such as anodes, 
and converted into another form, such as salts, before delivery to 
customers. 
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6. Quantities of nondefense nickel acquired by the supply house 
and utilized in its own manufacturing operations, if any. 

All addressees of the questionnaires cooperated fully with the com- 
mittee on its assurance that confidential business information supplied 
to the committee by the individual companies would be retained in 
confidence by the committee and would not be utilized except on 
review and approval by the companies involved. Some companies 
were hard pressed to supply the requested data, and not all companies 
were able to respond in full. This arose from the fact in some in- 
stances that the company records were not organized in a fashion 
which would produce the information requested by the committee. 
In the case of two companies, Apothecaries Hall of Waterbury, Conn., 
and the Seymour Manufacturing Co. of Seymour, Conn., many of the 
basic company records were either lost or destroyed in the disastrous 
floods that hit those areas of Connecticut in late 1955. In spite of 
this, these companies reconstructed records from data available in 
order to comply with the committee’s requests, and in all instances 
the addressees bent every effort toward responding precisely to the 
committee requests. 'The committee wishes here to acknowledge its 
grateful thanks and deep appreciation to all who cooperated in the 
survey. 

B. REPLIES TO QUESTIONNAIRE 


The International Nickel Co. was able to respond in full to the 
request of the committee except with respect to the NPA control 
period and the quantities of nickel going to producers of stainless 


steel. The data relative to the NPA control period were later ob- 
tained from Commerce. The committee was informed that with 
respect to deliveries to steel mills, INCO records did not disclose the 
quantities of nickel utilized by the mills in the production of stainless 
steel. It was pointed out that mill customers received allotments of 
nickel on the same basis as other nickel users, and the portions of that 
supply which they then devoted to the production of stainless steel 
and to other mill uses were within the discretion of the mills. 

The replies received from the supply houses disclosed à number of 
inconsistencies arising from different systems of accounting, lack of 
understanding of the committee requests, and other factors. A pre- 
liminary examination and comparison of all of the replies disclosed 
the need for considerable reconciliation. To accomplish this, mem- 
bers of the staff called personally on representatives of all companies 
cooperating in the survey during the summer and early fall months 
of 1956. Those conferences succeeded in establishing common 
denominators among the various reports and agreement as to statis- 
tics and terminology. 


€. NICKEL ACQUISITIONS 


The survey disclosed, first, that while INCO is the balance wheel 
in the present system of distribution on nondefense nickel and the 
major producer of the metal, most of the supply houses have resorted 
to various means of increasing their supplies of nickel and, thus, 
distribution to their plating customers. Such devices as reclaiming 
and refining of scrap, stretching supplies by converting the prime 
metal to salts and other more economical forms for their customers, 
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and seizing upon opportunities to acquire the metal wherever it 
might be available, were found to be common among the plating- 
supply houses. 

Insofar as the committee was able to determine, the system of 
distribution from INCO to the plating-supply houses seems to be 
working honestly and well under the present circumstances. A check 
of INCO records against those of the supply houses showed generally 
accurate reporting by the supply houses to INCO on their acquisi- 
tions and a uniform application of the INCO system of basic entitle- 
ments in its distribution of available civilian supplies to the supply 
houses. 

Some of the supply houses, however, pointed to a basic inequity in 
the present system, a weakness in the system which had already been 
alluded to in the committee hearings. This involved the basic con- 
flict between the base period utilized by INCO in establishing its basic 
entitlements and the base period used by the suppliers in distributing 
their nickel to platers. INCO’s distribution pattern is based primarily 
on deliveries during the 3 years from 1948 through 1950. The supply 
houses are expected to deliver to their customers on a base period 
related to the 18 months running from January 1949 through June 
1950. It was pointed out that, as between supply houses, some might 
have been getting proportionately larger quantities during the 1948-50 
3-year period than they were called upon to deliver to customers dur- 
ing the later 18-month period. Thus, a supply house today may be 
receiving more nickel from INCO than its NPA base period would 
indicate to be needed. Such a supply house would be in a better 


osition to service its customers today than would another supply 

kosé experiencing the opposite history. Individual platers cannot 
take advantage of this situation, however, since historically they 
usually must look to only one supplier for their needs. 


D. DISTRIBUTION OF NONDEFENSE NICKEL BY SUPPLY HOUSES 


Inquiry as to what the supply houses did with their nondefense 
nickel disclosed a variety of results. It was found that uniformly all 
supply houses were conscientiously trying to make the most of a 
difficult situation. Basically they were adhering to the system of 
allotments inherited from the NPA control period, but each company 
was found to have its own refinements of this system. For example, 
on the problem of new users, some companies were found to be more 
liberal than others. This was particularly true in the areas where 
nickel has only recently come into wide demand; for example, in the 
manufacture of catalysts and ceramics. Such uses were practically 
unknown in 1950. Today they account for a substantial new market 
for nickel, and the supply houses are faced with the problem of supply- 
ing them or denying them an essential requirement. This particular 
problem is complicated by the fact that some manufacturers of 
catalysts and ceramics have succeeded in establishing sources of 
supply not only with the primary producers but also with some 
plating supply houses. 

The supply houses were found to be almost uniformly annoyed by 
the confusing discussion of available supply. They referred par- 
ticularly to the common assertion among platers that they are cur- 
rently receiving only 15 to 30 percent of their base period. One 








28 SUPPLY AND DISTRIBUTION OF NICKEL 





supply house had the following comments relative to the distortion 
of statistics in this area: 





These monthly base periods were approved by NPA and 
in certain hardship cases NPA set up artificial base periods 
which were incorporated in the compilation of bases. The 
total of our base obligations for electroplating in November 
1953 was ...... pounds of nickel per year. This was an 
inflated base as it was set on the best historical of three 
periods. Furthermore, the Government allocated 100 
pounds of nickel on a small order exemption which was over 
three times the historical usage of such customers. They 
recognized this factor by making allowance when controls 
existed to cover this shortage. Furthermore, when this base 
period was set up many articles were prohibited to nickel- 
plating where plating was formerly used. 

At the end of controls we were faced with three deficit 
positions as enumerated above. An input allocation based 
primarily on the average of 3 years versus an output base 
inflation due to choice of base periods, small order exemption 
and elimination of exempt articles. 

All we have done under these circumstances is to add up 
all our input, follow the pattern set up by NPA, and attempt 
to allocate to customers an equal proportion based on the 
base periods approved by NPA. 























In the matter of the conversion of nickel from one form to another 
and the use of nickel in their own manufacturing operations, the 
committee was satisfied as a result of its survey that none of the 
supply houses were abusing these practices to the detriment of 
electroplaters. Some supply houses were found to be using ingenious 
methods of augmenting their own supply of nickel in order to take 
care of their own increased requirements, but these methods did not 
in any way disturb the normal flow of nickel to their plating customers. 










E. DELIVERIES OF NONDEFENSE NICKEL TO PLATING SUPPLIERS, 1948--56 


Following careful correlation of the data received from all parties 
cooperating in the nickel survey, the committee was able to compile, 
for the first time, comprehensive data on the actual distribution of 
nondefense nickel. The following table shows deliveries of non- 
defense nickel to plating suppliers on an annual basis from 1948 
through the first 6 months of 1956: 
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TABLE 2.— Nickel available for electroplaters 


[Millions of pounds] 
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Partieularly noteworthy in the foregoing table is the precipitous 
drop in the ore of nondefense nickel going to the plating in miry 
dosing the NPA control period which ran from June 1, 1951, throug 
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October 30, 1953. That Government control is no panacea for in- 
dustry is evidenced by the fact that civilian users of nickel received a 
relatively generous supply of the metal for almost a full year after 
the start of the Korean war in June 1950, but as soon as Government 
controls went into effect the supply dwindled to a trickle. And, when 
war demands let up, the Government was slow to refill the civilian 
pipelines. During the first 10 months of 1953, while Government 
controls were still in effect, monthly deliveries of nondefense nickel 
to the plating industry averaged just 1.2 million pounds, but in the 
2 remaining months of the year, when control of distribution was put 
back in civilian hands, average monthly deliveries shot up to 1.7 
million pounds, an increase of over 40 percent. 

Also noteworthy is the discrepancy between the actual figures 
gathered by the committee from the nickel industry and the Bureau of 
Mines figures, relied upon by the Department of Commerce in its 
repeated statements regarding the equitability of the present distri- 
bution system. In the committee’s hearings, for example, representa- 
tives of the Department of Commerce conceded that there had been a 
steady increase each year since 1952 in the quantity of nickel available 
for civilian use and insisted that the plating industry was receiving iis 
proportionate share of the available supply. The statistics quoted a- 
bove reflect that the actual pounds of nickel going to the plating industry 
were less in 1955 than in 1954, although, according to the Bureau of 
Mines statistics, the overall supply of nickel available for nondefense 
use in 1955 was 9 percent greater than the quantity available in 1954. 

The following table shows the quantities of nickel which were 
available for all nondefense uses in the United States from 1948 
through the first 5 months of 1956, according to the Bureau of Mines 
data made available to the committee by the Department of Com- 
merce. From this information, the committee was able to ascertain 
the quantity of the metal delivered to the plating industry as a per- 
cent of the quantity available for all non-defense purposes. 


TABLE 3.—Total nondefense nickel and percentage going to electroplaters 





1948 
1949 
1950 
1951 
BR. Leiden 
1953.. он 
1954. 
1955 
1956 (5 months) 





The latter percentages point up two startling facts: First, the 
plating industry was badly shortchanged by the Government during 
the NPA control period; and, second, Mr. Wingate's assertion that 
the plating industry was currently receiving exactly the same percent 
as they received in the 1948-50 period—‘‘in fact, to point 1”’—is 
subject to serious question, 
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F. DELIVERY OF NONDEFENSE NICKEL TO STEEL INDUSTRY 


While the International Nickel Co. and other segments of the 
industry cooperating in the committee survey were unable to specify 
the quantities of nondefense nickel being used in the production of 
stain ien steel, the committee was able to compile the following data 
on nondefense nickel going to the steel industry for all purposes. 
The following table shows the quantities of nondefense nickel which, 
together with the percentages of the total, were delivered to the steel 
industry from 1948 through the first 6 months of 1956: 


TABLE 4.—Supply of nondefense nickel available to steel industry 





Ё Supply 


| Percent of 
Year (millions of | total to 

| pounds) | steel 
Bild dcc ада ына вана aime ee ees | 68.1 | 36.8 
MN а а а авина наиђе ненада ноар | 46. 7 | 34.6 
А Онан а е анін ніна | 72.5 | 39.0 
Па а аена нна саана | 30. 3 26.8 
Т СА О арнаба е ашын ыа нор былан Шнор че оной | 49.3 46. 9 
i ЗЕ Ева ыа каа ЬЫ ыцы | 48.1 39.1 
По а они ана олноо | 49. 5 37.2 
АШ аа ы нава D CRY ае | 51.4 35. 4 
ООО ннн наас в йде цол | 27.1 | 37.8 

| 


| 


It would appear from the foregoing statistics that the steel industry 
did not bear as great a decrease in nickel supply during the control 
period as did the electroplating industry, and that its share of the 
total supply has been considerably more stable than that of the 
nickel industry. 





G. DEPARTMENT OF COMMERCE DATA ON NICKEL DISTRIBUTION 





Representatives of the nickel industry cooperating with the com- 
mittee in its nickel survey assured the committee that the data which 
it was supplying to the committee had previously been supplied to 
the Department of Commerce. The committee is, therefore, at a 
loss to comprehend the data which have been published in recent 
months by the Department of Commerce relative to nickel distri- 
bution. Following completion of this committee’s hearings on nickel 
in May 1956, the Joint Committee on Defense Production, relying 
partly on testimony taken in this committee’s hearings,” sponsored 
amendments to the Defense Production Act calling upon the 
Department of Commerce to undertake a detailed survey of the 
nickel supply situation with particular emphasis on the system of 
distribution of nondefense nickel. In an interim report to the Con- 
gress dated August 15, 1956,” the Department of Commerce published 
the following table: 

port of Senate Committee on Banking and Currency on Defense Production Act Amendments 
of 1960 (E Rept No. 2287, Sith Cong, 2d sess). 

9 Bec. 3, Public Law 632, 84th Cong 


зе Report of the Department of Commerce entitled, “Interim Report on Nickel to the Senate and the 
House of Representatives of the United States," August 15, 1956. 
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TABLE 5.— Nickel consumption for nondefense uses 
[Percent distribution of civilian consumption by industry groups, 1948-50 and 1954-56] 
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1 Stainless and other steels. 
2 Nonferrous, high-temperature, and electrical resistance alloys. 
з Catalysts, ceramics, and all other nickel uses. 


Source: Bureau of Mines data for total consumption minus defense use of nickel by industry groups, 


While the report, including the table reproduced above, was in print 
within 5 weeks of the congressional directive to conduct a survey, the 
Department of Commerce could not postpone the opportunity to claim 
again that the electroplating industry was doing well. Referring to 
the table reproduced above, the Commerce report concluded: 


It will be recalled that the analysis of the total (defense 
and nondefense) consumption of nickel showed a slight de- 
cline in the nickel-platers’ share. When defense share of 
nickel consumption by all industries is removed from the 
total, the picture of nickel consumption by the platers, as 
shown in table V, appears even better.” 


This type of reporting and the apparent anxiety of Commerce to 
aint the best possible picture for the present system of distribution 
ent little encouragement to small platers who hoped that at long last, 

Commerce, with the urging of Congress, would make a careful and 
objective survey. 

n its interim report of August 15, the Department of Commerce 
published data which it had long declined to release on the ground 
that its publication would violate security regulations. For example, 
the table on the distribution of nondefense nickel printed above * 
published precisely the data which the committee had sought from 
Commerce in advance of its open hearings. Representatives of the 
committee had been informed that, in the first place, such information 
was not readily available, and secondly, if available, it could not be 
released for security reasons. When confronted with their earlier 
position after publication of the August 15 report, representatives of 
the Department of Commerce pleaded they had misunderstood the 
committee’s earlier request. 

With respect to the same table, the committee questioned the sub- 
stantial increase—almost threefold—in the quantities of nickel going 
to the so-called miscellaneous category in the 1954-56 period. In 
answer, the committee received & revised set of statistics which put 
the overall data for the two periods into almost precise balance. 
When queried as to the reason for the adjustment in the figures, the 


V Op. cit.. p. 12. 
З See table 5, above. 
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Department of Commerce attributed the change to an incorrect 
reporting of classified data, completely ignoring the fact that the 
table related to nondefense data. 


H. DISTRIBUTION TO CAPTIVE SHOPS AND JOB SHOPS 


In its attempt to develop some meaningful statistics on the number 
of job shops in the plating industry and the quantities of nickel 
being delivered to them, the committee requested each of the seven 
principal plating-supply houses to furnished data which would be 
helpful in this regard. It developed that not all of the plating- 
supply houses had such data available, and that the process of de- 
veloping it would be extremely time-consuming and expensive. How- 
over, suppliers accounting for 37 percent of all nickel delivered to 
platers were able to furnish data on the years 1954 through 1956. 
Their statistics showed job shops receiving the following percentages 
of nickel delivered to all plating establishments in those years: 


These statistics indicate that job shops have been receiving a pro- 
gressively greater share of the nickel distributed by the supply houses. 

While the job shops receive less than one-quarter of the nickel 
being distributed by the supply houses, available statistics, although 
not comprehensive, would indicate that they constitute approximately 
half of the total customers of the plating-supply houses. 


CHAPTER III. ConcLUsIONSsS AND RECOMMENDATIONS 


Your committee has reached the following conclusions and makes 
the following recommendations on the basis of its prehearing staff 
studies, testimony taken at its open hearings, and information devel- 
oped through the survey which it conducted following the conclusion 
of its hearings: 

1. The electroplating industry has not been receiving an equitable 
share of the available supply of nondefense nickel. Contrary to the 
assertions of numerous parties with conflicting interests, particularly 
the representatives of the primary producers and officials of the 
Department of Commerce, the committee finds that there have been 
violent fluctuations in the share of available supply going to the 
electroplating industry, with electroplaters bearing the brunt in 
periods of very short supply and being last to receive increases in 
times of greater supply. Within the electroplating industry the 
small platers, and particularly the proprietors of small job shops, 
have been most harshly affected by the nickel shortage. 

2. The executive branch cannot, as Dr. Flemming of ODM con- 
tends, merely evince an “interest” in the system of distribution of 
nondefense nickel. In addition, the Government has a firm respon- 
sibility to ensure the equitability of that system. In any situation 
where the Government preempts 40 percent of the total supply, as it 
does in the nickel market, it cannot deny that its actions create a 
great responsibility. Indeed, in the opinion of your committee, it 
would appear on all the evidence that the conditions envisaged by 
the Defense Production Act for the imposition of controls are even 
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now present in the nickel market. In the light of the 1951-53 
experiences under Government controls, however, your committee 
feels that such controls did not effectively guarantee equitable treat- 
ment for job-shop platers and other small nickel users. 

Available data' as to the structure of t! e nickel-consuming in- 
dustry and the distribution of nondefense nickel are woefully inade- 
quate. 'The Congress should give consideration to authorizing and 
directing the Small Business Administration to develop, gather, and 
correlate data which would provide a dependable yardstick as to the 
nickel industry, and particularly as to the quantities of nickel being 
delivered to the various segments of the manufacturing economy, all 
with a view to ensuring the equitable treatment of small-business men 
engaged in the nickel industry. The publication of such data would 
be helpful to the industry and to the Government in determining 
whether there is a need either for additional administrative controls or 
for supplementary legislation. 

4. In the last analysis, real relief for small users of nickel can be 
brought about only through increased production of nickel. To 
this end your committee recommends continuing aggressive action 
on the part of the Office of Defense Mobilization, looking toward 
the development of new sources of increased supply. In addition, 
now that stockpiling has been suspended, ODM ‘should make a 
continuing review of defense needs with a view to diverting additional 
quantities of nickel to the civilian market wherever and whenever 
possible. Heretofore, a serious imbalance between stated defense 
needs and actual defense take have caused violent fluctuations in 
ти supply. 

5. There are patent inconsistencies, confusions, and conflicts in 
ibo. systems of allocation now in use within the elec troplating industry. 
The systems are obsolete and self-defeating in that they do not eive 
proper consideration to changing conditions. The present systems 
should either be correlated as between the primary p d icers and the 
plating suppliers, or they should be scrapped in favor of an allocation 
system related to the present plating capacity of electroplaters. 
Continuation of the present system of dhi ‘ations and basic entitle- 
ments, at least as they relate to electroplaters, can only succeed in 
Tp ng confusion and present inequities. 

Abuses of the defense-rating system on nickel should be stamped 
с "wherever found, and violators of existing regulations should be 
prosecuted vigorously. The Department of Commerce has exhibited 
a peculiar lack of ability to act decisively and purposefully on these 
matters; and, accordingly, your committee recommends that the 
responsibility for both the investigation and the prosecution of viola- 
tions be turned over immediately to the Department of Justice. As 
an aid to the enforcement program, the committee also recommends 
that manufacturers of nickel anodes (which appear to be most suscep- 
tible to misuse) mark the anodes for identification purposes in the 
process of cutting and plugging, this device to aid in the tracing of 
anodes found in the hands of unauthorized persons. 


О 
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26, 1956, and ordered to be printed 


Mr. SPARKMAN, from the Select Committee on Small Business, 
submitted the following 


REPORT 


INTRODUCTION 


Congress has frequently expressed the intent that small business 
should receive a fair share of contracts let by Government agencies, 
and as circumstances required, it has established agencies in the execu- 
tive branch to implement this intent and to supervise other aspects 
of the American small-business economy. 

Typical of congressional expressions on this subject are those con- 
tained in the Armed Services Procurement Act of 1947, the Selective 
Service Act of 1948, the Defense Production Act of 1950 and the 
Small Business Act of 1953. 

The Armed Services Procurement Act of 1947 lays down the policy 
that “a fair proportion of the total purchases and contracts * * * for 
the Government shall be placed with small-business concerns.” ' The 
Selective Service Act of 1948 provides that *small business shall be 
granted & fair share of the orders placed" for articles or materials 
procured for the use of the Armed Forces or the Atomic Energy Com- 
mission.? The Defense Production Act of 1950 states it is "the sense 
of the Congress that small-business enterprises be encouraged to make 
their greatest possible contribution to achieve the objectives of this 
act." 

Mindful of the success of the Smaller War Plants Corporation in 
fostering and assisting small-business participation in Government 
procurement in World War II, the Congress, in July 1951, at the urg- 
ing of the Senate and House Small Business Committees, created the 
Small Defense Plants Administration by an amendment to the 
Defense Production Act. SDPA was given primary responsibility 

! Bec. 2 (b), 62 Stat. 71 


3 Public Law 759, 80th Cong., 62 Stat. 625-626. 
* Public Law 774, 81st Cong., 64 Stat. 798, 
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in the field of channeling defense contracts to small producers to aid 
in the defense effort growing. out of the Korean conflict. By the 
middle of 1953, it became apparent that the changing character of our 
economy and the abatement of the Korean conflict made necessary the 
creation of an agency with broader authority to deal with the problems 
of American small business, not only those related to Government 
contracts but also the problems of financing, materials, price and wage 
controls, and the technical and managerial problems of small concerns. 
The chairmen of the Senate and House Small Business Committees 
introduced companion measures in the first session of the 83d Congress 
to create such an agency. Their bill became Public Law 163 when 
signed by the President on July 30, 1953, and created the Small 
Business Administration. The statement of policy contained in 
section 202 of Public Law 163 expresses the philosophy and the intent 
of the Congress on small business in these words: 

The essence of the American economic system of private 
enterprise is free competition. Only through full and free 
competition can free markets, free entry into business, and 
opportunities for the expression and growth of personal 
initiative and individual judgment be assured. ‘The preser- 
vation and expansion of such competition is basic not only to 
the economic well-being but to the security of this Nation. 
Such security and well-being cannot be realized unless the 
actual and potential capacity of small business is encouraged 
and developed. It is the declared policy of the Congress 
that the Government should aid, counsel, assist, and protect 
insofar as is possible the interests of small-business concerns 
in order to preserve free competitive enterprise, to insure 
that a fair proportion of the total purchases and contracts 
for supplies and services for the Government be placed with 
small-business enterprises, and to maintain and strengthen 
the overall economy of the Nation. 


Your committee has been constantly concerned about the specific 
roblems that come to it from sm: all-business men seeking to do 
yusiness with the Governme nt and has sought to study and ease 
these problems on a case-by-case basis as they arise. More generally, 
however, your committee has been seriously disturbed of late by 
several indicators that bode ill for small business; indications that 
small business is not receiving a share of Government business com- 
mensurate with its capacity to produce the materials and supplies 
purchased by the Government; reports that show more and more 
contracts being placed with fewer and fewer companies; and statistics 
which show a decreasing share of military contracts going to small 
firms. 

For example, the Department of Defense reports that small con- 
cerns, those employing up to 500 people, received 25.3 percent of the 
dollars s spent by the Department on prime contracts in fiscal vear 1954. 
In fiscal year 1955, this share declined to 21.5 percent. And for fiscal 
year 1956, small business received just 19.6 percent of the money spent 

by the military on prime contracts. Even assuming that small busi- 
ness obtains an additional 20 percent of defense dollars through sub- 
contracts, as estimated by Defense officials, this would mean that small 
firms are currently sharing around 39 percent of all the money spent by 
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the Department of Defense and its major prime contractors on mili- 
tary contracts. 

Statistics published by the Department of Commerce reflect that 
small manufacturing establishments, those employing up to 500 per- 
sons, constitute 98 percent of all manufacturing establishments, 
They employ 52 percent of all persons working in the manufacturing 
industries and account for more than 48 percent of the value added to 
products by manufacturing.* This committee is of the opinion that a 
segment of the economy as substantial as this should be capable of 
producing more than 19.1 percent of military prime contracts, or 
even the 39 percent which Defense estimates goes to small concerns 
through both primes and subcontracts. 

In contrast to the relatively small portion of defense business going 
to small concerns is the tremendous qué antity going to large concerns, 
A report issued by the Department of Defense and covering the 6- 
months' period from January through June 1955, reflects that 100 
companies shared 68.4 percent of all the dollars spent by the military 
on prime contracts in that period. Thus, while small companies, 
constituting 98 percent of all manufacturing operations, are receiving 
19.1 percent of military prime-contract dollars, 100 companies con- 
stituting less than one-twentieth of 1 percent of the 267,000 manu- 
facturing enterprises in this country, are sharing 68.4 percent of all 
military prime~ 'oniri ict -— ars. 

Of added significance is the fact that during the 3-year period from 
July 1950 through June 1953. while the Korean c onflic t was running its 
course, the 100 largest military prime contractors shared 63.2 percent 
of all prime contract dollars, a sm: а portion of the tot; al than they 
received in the more normal post Korea period of 1955.6 This would 


indicate that there is à greater disp: паі of contracts in time of emer- 
gency, and that, when the crisis lessens, more business goes to fewer 
companies. 

The impact of buying by Government agencies on the national 
economy has grown rapidly in recent years. Expenditures by agencies 


of the executive branch for supplies and services have continued to 


account for an ever-increasing portion of total expenditures for these 
purposes by all sezments of the Nation. In 1939, for example, ex- 
penditures by Federal agencies for goods and services amounted to 
only 7.7 percent of all personal consumption expenditures. In 1947 
the ratio had risen to 9.6 percent. It rose in 1950 to 11.4 percent, 
and in 1955 Federal expenditures in this area amounted to 19.4 per- 
cent of total personal consumption expenditures.’ 

All of these factors and statistics would seem to indicate that in 
spite of congressional efforts to foster wider small-business participa- 
tion in Government procurement, the trend see ша to be in the opposite 
direction. In the face of а: evidence ths at Federal buying is having 
an increasingly more important impact on the national economy, and 
therefore on small business, this committee has placed greater and 
greater emphasis on this subject. Each year since 1951, when the 
committee became operational, it has held a series of hearings at 
which it has questioned representatives of the agencies of the executive 

€ Source: U.S, Department of Commerce, Bure uoft he Cen isus, 1952 Annual Survey of Manufacturers. 
è Department of De fense report, 109 14 est Compar and their Subsidiaries Listed According to Net 
Value of Military Prime Contract Awards, Mar h 20, 195 


* Idem, January 11, 11954. } | 
? Based on Economic Indicators, June 1956, report of the Council of Economic Advisers, 
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branch on their small-business policies and programs, seeking to 
determine ways and means of improving the lot of small business in 
its dealings with Government. The purpose of this report will be to 
summarize the 1956 hearings and to set forth certain observations, 
suggestions, and recommendations designed to stem the trend toward 
concentration of Government contracts and to implement congres- 
sional intent on small-business participation in Government procure- 
ment. Reference will also be made to certain studies on procurement 
conducted by the staff of the committee during the past year. 


CHAPTER I. 1956 HEARINGS 


The 1956 hearings were conducted by the Subcommittee on Govern- 
ment Procurement and were held over a period of 7 days as follows: 
March 28: General Services Administration 
March 29: Atomic Energy Commission 
May 22: Department of Defense 
May 23: Department of the Army 
May 24: Department of the Navy 
June 26: Department of the Air Force 
June 27: General Accounting Office 
The agencies were notified in advance of the hearings as to the sub- 
ject matters which would be of interest to the committee and were 


| invited to submit reports in advance on those topics which they wished 






































to treat at length. This arrangement enabled the agencies to prepare 
careful presentations on the various subjects to be discussed, and at 
the same time afforded the committee an opportunity to study these 
presentations in advance of the hearings and to devote the greater 
portion of the actual hearing time to questioning and discussion. The 
committee’s experience in this year’s hearings has led it to the decision 
to follow the same arrangement in future annual hearings on procure- 
ment. 

The following are some of the subjects which the agencies were asked 
to discuss: 

1. Statistical data showing the extent of small-business partici- 
pation in the agency’s procurement program. 

2. Policies and procedures inaugurated during the past year or 
currently under development to expand small-business participa- 
tion in Government procurement. 

| 3. The extent of the use of negotiated procurement and adver- 
E. tised procurement in the agency and its experience as to the extent 
№. of small-business participation in these two types of procurement. 
ра 4. Policies relative to small-business participation in mobiliza- 
tion planning. 
5. The agency's policies and procedures on, and experience in, 
the use of— 
(a) Qualified products lists. 
(b) Advance payments and progress payments. 
(c) Single source procurements. 

An attempt was made to confine the hearings to discussions of 
problems which had become general in nature and which the com- 
mittee had found to be affecting & substantial segment of the small- 
business community. Since specific problems are handled as they 
arise on & staff level, no effort was made to explore individual cases 
during the course of the hearings. 
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The subdivisions of this chapter will summarize the results of the 
hearings with the individual agencies. These summaries are not 
intended to be all-inclusive. They cover the highlights of the hear- 
ings, drawing attention to particular matters of interest to the com- 
mittee. Thus, for readers who are interested in specific subjects 
mentioned in these pages, it is strongly recommended that they review 
the transcript of the hearings, copies of which are available on request 
to the committee. 


A. GENERAL SERVICES ADMINISTRATION 
1. Statistics 
Franklin G. Floete, the new Administrator of the General Services 
Administration, reported that during calendar year 1955, GSA placed 
57.7 percent of its total dollar volume of purchases with small business. 
In response to a request of the committee, and in order to enable the 
committee to compare GSA small-business accomplishments with 
those of the military departments on items susceptible of production 
by small business, GSA furnished a report following the close of the 
committee hearings which showed that approximately 65.5 percent 
of the items procured by GSA are conside red to be items which small 
business does or could produce. With small business winning 57.7 
percent of the dollar value of GSA огоо and with 65.5 percent 
of all GSA procurement, measured in dollars, susceptible of production 
by small business, it follows that small business in 1955 received 88 
percent of the GSA business which it could handle. 
Mr. Floete listed the following basie policies in effect in GSA to 
stimulate small-business participation in GSA procurement: 
Publication of procurement information in the Synopsis of 
Government Procurements put out by the Department of 
Commerce. 

2. Development of specifications in accordance with industry 
standards so that the small-business man can sell to the Govern- 
ment that which he regularly produces for private commerce. 

Acceptance of bids so that awards are made within the 
production capabilities of small-business concerns. 

4. Establishment of realistic delivery schedules within the 
'apabilities of small-business concerns. 

5. In cooperation with the Small Business Administration, the 
progressive development of a small-business set-aside program. 

Providing information and help to all prospective bidders 
for Government contracts through our GSA business service 
centers located in all our regional offices. During calendar year 
1955 these business service centers processed 138,609 written 
communications and furnished free or at nominal prices 318,612 
copies of Federal and GSA specifications. 

2. Future plans to assist small business 


As for the future, Mr. Floete asserted that GSA does not intend to 
rest on the record it has made to date in the small-business area. He 
stated that he has in mind, for example, the possibility of streamlining 
his agency’s contract documents. He observed that present contract 
forms are so detailed and of such a technical nature that they un- 
doubtedly discourage some bidders from bidding and cause others to 
raise their bids in order to cover contingencies that might arise as a 
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result of clauses that are not clearly understood by the bidder. This 
strikes your committee as being a most worthwhile project. There is 
little doubt but that the intricacies of Government contracts have 
contributed to the difficulties of small-business men attempting to do 
business with the Government. It is a problem which the committee 
has been studying for some time, and the committee, therefore, 
welcomes the announcement of Mr. Floete and earnestly hopes that 
he will pursue the project vigorously. 

Mr. Floete also mentioned another idea he has in mind to further 
educate businessmen in Government procurement procedure. He 
commented that the GSA business service centers have done an ad- 
mirable job of furnishing information to businessmen who come to 
visit them and asserted, “I think we should take the next step and 
visit the businessmen.” Mr. Floete’s idea was to have each of GSA’s 
10 regional offices, in cooperation with local chambers of commerce 
and service clubs, arrange one or more meetings of businessmen in 
each region to explain how to do business with GSA. The committee 
also commends this plan. It is in accord with suggestions made by 
this committee to various procurement agencies in the past. 

In connection with the discussion of the proposed regional meetings 
of businessmen, reference was made to this committee’s 1955 hearings 
in which the GSA Prin tives mentioned a motion picture en- 
titled, “How to Sell to the Government,” whieh was being produced 
for GSA. In the 1955 hearings the GSA spokesmen stated that the 
motion picture would be released in the fall of 1955. When questioned 
about the motion picture at this year’s hearings, the GSA representa- 
tives said it had not yet been released but that they would make 
every effort to expedite its completion and release. It is regrettable 
that such lapses occur in Government planning, and it is hoped that 
Mr. Floete will not allow such lapses to creep into his own plans for 
stimulating the small-business program in GSA. 


8. Centralized procurement 


This committee has referred frequently in the past to the desir- 
ability of centralizing procurements, assigning to one agency the 
responsibility for purchasing common-use items for all agencies using 
those items. Such an arrangement would have obvious advantages 
for the Government, such as the savings that would accrue through 
mass buying and the centralization of procurement administration. 
An obvious advantage of such an arrangement for small business is 
that it would enable the small-business men wishing to sell such а 
common-use item to the Government to deal directly with one agency 
in supplying the needs of all. The GSA representatives reported 
that their agency now has so-called purchase assignments for three 
broad categories of items—office machines, furniture, and office sup- 
plies. These are purchased by GSA generally under term contracts 
with the manufacturers and held by GSA in its 12 warehouses located 
strategically throughout the country, for distribution as needed to 
agencies of the Government, both military and civilian. The GSA 
representatives also announced that they were studying possible 
extensions of this program, mentioning paper and paper products as 
being a very logical group of items ‘for inclusion in the program. 
The committee hopes that this program will be expanded, as it serves 
to streamline procurement procedures and ease the problems of small- 
business men interested in selling to the Government. 





GOVERNMENT PROCUREMENT—1956 


B. ATOMIC ENERGY COMMISSION 


роте вина a 


1. New small-business developments 


K. E. Fields, General Manager of the Atomic Energy Commission, 
was unable to be present at the hearings, but a statement in his name 
was read into the record by паа A. Derry, Director of the Division 
of Construction and Supply, Atomic Energy Commission. Of par- 
ticular interest in Mr. Fields’ statement was the following passage 
relative to new policies and procedures adopted during the past year 
by AEC to expand small-business participation in AEC procurement: 


(1) Additional followup on performance.—In January 1955 
AEC’s policy on procurement performance evaluation (AEC 
Manual, ch. 5002) was М vised to require an annual appraisal 
by the Washington staff of the procurement activities and 
programs of each АЕС operations office. One of the ele- 
ments of these appraisals is the effectiveness of the small- 
business programs of the operations offices and their cost-type 
contractors 

During the year, appraisals were completed for all offic ез. 
Followup on performance by cost-type contractors throug 
an annual appraisal by AEC field staff has been a re: nee г 
and effective part of our program for a number of years. 

(2) Revision of selling to AEC.—1In order to inform small 
business about how to do business with the Atomic Energy 
Commission, we publish, on an up-to-date n v booklet 
entitled “Selling to АЕС.” Since our appearance ore 
vour subcommittee last spring this informs ational publication 
has been revised again, and the fifth edition will be ready for 
distribution within a few weeks * * *. This year’s edition 
includes some helpful comments for concerns that are inter- 
ested in directing their atte ae toward the peaceful aspects 
of atomic energy as well as (1) brief descriptions of the prin- 
cipal AEC proje cts; (2) a de ussion of AEC and contractor 
purchasing; (3) up-to-date listings of AEC offices, cost-type 
contractors, and the individuals who should be contacted; 
and (4) the broad categories of items purchased and the 
identity of the office that may buy them. 

(3) Modi ification of SBA agreen ent.—In 1953 AEC and the 
Small Business Administration Деца an agreement 
which constitutes the basis for a continuing cooperative 
relationship. "This agreement was arrived at after visits to 
several AEC projects by members of the SBA staff and a 
thorough review of the various means available for assisting 
small business. At that time AEC had a substantial con- 
struction program in progress and it was concluded that 
exchanges of information on a regional basis regarding pro- 
curement opportunities and qualified small-business concerns 
would best facilitate the interests of small business. With 
1 or 2 small exceptions, this construction program is now 
nearing completion and related procurement expenditures 
have sharply diminished. In view of the altered circum- 
stances, we have reviewed the matter with SBA in the interest 
of modifying the method of operation under the AEC-SBA 
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agreement. Аз a result, we are now looking forward to the 
maintenance of periodic personal contacts between AEC and 
SBA field personnel on a regional basis so that SBA field 
representatives can keep in touch and become more familiar 
with the continuing purchase requirements for the operation 
of AEC plants and laboratories. 


2. Statistics 


Statistics supplied by the AEC representatives relative to small- 
business participation reflected that the share of the AEC procure- 
ment dollar going to small business in both prime contracts and sub- 
contracts is on the increase. It was pointed out preliminarily that 
AEC does not itself build and operate the plants and laboratories of 
the atomic energy industry. This function is performed by private 
industry and educational institutions on a contract basis. Further- 
more, AEC expenditures for plants and related equipment are on the 
decline. AEC spent $1.2 billion for plants and equipment in fiscal 
year 1954. In 1955 the figure dropped off to $840 million; in 1956 
it is approximately $325 million; and in fiscal year 1957 it will prob- 
ably level off at about $250 million. Against this background, the 
AEC representatives reported that small-business participation in 
AEC prime contracts has gone up steadily since 1953, when small 
business got just 2 percent of AEC prime contract dollars, to 1955 
when the comparable figure rose to 5.2 percent. In the area of sub- 
contracts, small businesses received 26.7 percent of the dollar value 
of contracts let by AEC cost-type contractors in 1951. The share of 
subcontract dollars going to small business has gone up steadily since 
that time, with 46.6 percent going to small business in fiscal 1955 and 
47.6 in the first 6 months of fiscal 1956. 


3. Subcontracting 


The Atomic Energy Commission has concluded that due to the 
very nature of its procurement operation, the greatest opportunities 
for small business lie in the field of subcontracts. AEC appears to 
have exploited the subcontracting field aggressively. The AEC rep- 
resentatives emphasized in their testimony at the hearings that the 
adoption of the AEC small-business program by AEC cost-type con- 
tractors is on a “required” basis rather than a basis of “urging.” 
They pointed out that their small-business policies state that ‘‘man- 
agers of operations shall assist and require their cost-type contractors 
to establish and maintain appropriate small-business programs and 
to appoint small-business representatives.” 

In this connection, a review of the AEC Manual disclosed two 
devices utilized by AEC in its subcontract program which the com- 
mittee had not previously observed in other agencies. These were: 
(1) The advice to cost-type contractors to utilize the Department of 
Commerce Synopsis to advertise requirements and proposed procure- 
ments; and (2) the inclusion of a provision in a joint AEC-SBA memo- 
randum of January 26, 1955, that AEC cost-type contractors might 
utilize the services of the Small Business Administration to obtain 
certificates of competency on small companies under consideration 
for use as subcontractors. Although the AEC spokesmen asserted 
that neither device had received wide use by cost-type contractors, it 
occurred to your committee that both devices were potentially 
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beneficial to small business and worthy of wider use. Your com- 
mittee was of the further opinion that the inclusion of these aids to 
small business in the AEC small-business program was evidence 
of resourceful and constructive thinking on the part of the AEC 
officials responsible for the development of that agency's small- 
business program. 

The AEC subcontract reporting system impressed your committee 
as being most comprehensive and informative. The fact that the 
reporting system has been in effect for several years, while the defense 
agencies have yet to inaugurate a comparable system, also speaks well 
for the AEC small-business program and the personnel managing it. 


С. DEPARTMENT OF DEFENSE 
1. Statistics 

Thomas P. Pike, Assistant Secretary of Defense for Supply and 
Logistics, noted that an average of 19.1 percent of the net value of 
military prime contract awards have been made to small-business 
concerns by the Department of Defense in the 5 fiscal years ending 
with 1955. (See table I.) He asserted that the full value of military 
contracts going to small concerns through both primes and subcon- 
tracts is not known for the reason that specific data on subcontracts 
are not available. He estimated, however, on the basis of spot checks 
made by the military departments with selected large prime con- 
tractors, that about 20 percent of the dollars involved in prime-con- 
tract awards to large business goes to small business through subcon- 
tracting, thus raising the estimate of procurement dollars going to 
small business through both primes and subcontracts to about 39 
percent. 

The Department of Defense witnesses also referred again to the fact 
that a substantial portion of the equipment and supplies purchased 
by the military are of such a complex nature that only large concerns 
are capable of producing them. They asserted that a better gage of 
small-business participation in military procurement could be found 
through an examination of procurement actions on items which small 
business is capable of producing. But when they were reminded that 
the statistics in this area also show small business losing ground, the 
Defense witnesses asserted they did not have confidence in the criteria 
used heretofore in computing these statistics and therefore had adopted 
new criteria for defensewide use beginning July 1, 1955. It will be 
at least a year before the data on potential will E sufficiently volu- 
minous to be meaningful, and another year after that before any trend 
can be measured. 
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Тавів 1.—All military prime contracts,! net value of procurement actions by 
category, by department, and by fiscal year, July 1950 to June 1956 






[Amounts in millions] 





























: | | | 
с Fiscal Fiscal Fiscal Fiscal | Fiscal | Fiscal 
Total year year year | year | year year 
| 1951 1952 | 1953 | 1954 1955 1956 
| Ы 
а дне: $157, 481 | $32,649 | $43,569 | $31,812 | $13, 279 | $16,582 | $19. 590 
ans ам Еа | 58,225 15, 672 | 20,101 9, 408 | 3,110 | 5, 238 ay 4, 69 
MEME Lim 38, 682 | 7,659 10,495 | 7,253 | 3,836] 4,210 5 1 
Air Force г РИ ё Ка. 37,119 8, 918 12, 545 14, 497 | 5,520 | 6,685 8, 654 
Armed Services Petroleum Pur- | | | | | 
chasing Agency ў 3, 455 | 70 428 624 | 513 | +49 | 1. 071 
For work outside United States..... 9, 427 762 1, 319 3, 418 1, 411 1, 111 1, 406 
6, 038 | 681 1, 025 | 2. 016 920 | 697 | 699 
Navy. 1, 009 | 8 | 9 | 133 114 | 124 | 7 
Air Force.. ‘ 1, 918 73 235 | 921 285 199 20 
Armed Services Petroleum Pur- | | | | | 
сравіпе Агепсу................- | 462 | (2) (2) 48 92 91 | 231 
Intragovernmental................... 3, 799 | 1,064 768 2 120 41 | 434 
и nb E | 1,696 | 360 | 372 | 315 | 244 239 | 16 
а ала | 1,347 | 599 | 264 | 143 81 164 9 
Air Force....... бана нат 756 | 105 | 132 | 114 | 95 | 138 | 172 
Armed Services Petroleum Pur- | | | | | | | 
chasing Agency...... 0 0 | 0 0 | 0! 0 | 0 
y | 
With business firms for work in the | | | | 
КАШ ШУН. аыл | 144, 255 30, 823 | 41,482 | 27,822 11, 448 | 14,930 | 17, 750 
Банан Гацак аа наліў банд авы абарані сані 
АЛАЛ ыбы бе ннн аю | 50, 491 | 14, 631 | 18, 704 7,077 | 1, 946 | 4,302 | 3, 831 
АКШЫЛ Л Н ллы сил ! 36,326! 7, 052 10, 172 6, 707 | 3,641 | 3,922 4, 802 
Air Force........... iu bouis ---| 54, 445 | 8, 740 | 12, 178 | 13,462 | 5,440 | 6,348 8,277 
Armed Services Petroleum Pur- | ] | | 
chasing Agency................ | 2, 993 | 370 | 28 | 76 421 | 358 840 
With small-business firms............ | 27, 701 | 6,436 7, 066 | 4,608 2,902 | 3,214 3, 47 
асананс | 15,903 | 4,362 | 3, 960 | 2,584 1,488 | 1,834 1, 675 
Navy SRL OE LUE fora pi | 7,381 К, 104] 2, 375 | 1,333 | 790 | 750 939 
PENNA o asma E й ‚ 987 | 56 697 609 | 558 576 636 
Amred Services Petroleum Pur- | | | | 
chasing Agency................. 430 | 19 | 34 | 82 | 66 | 54 | 175 
Small-business percentage............ | 19.2 | 20.9 | 17.0 | 16,6 | 25.3 21.5 19.6 
ео ida 31.5 29.8 | 21.2 36. 5 | 76.5 | 42. 6 43.7 
П а аа 20.3 16.9 23. 3 19.9 21.7 | 19. 1 | 19.6 
Air Force. ......- wan enema nnn 7.3 9.9 „ 7 4.5 10 | 9.1 | 8. 3 
Armed Services Petroleum Pur- | 
chasing Agency............-...- | 14.4 | 5.1 7.9| 142] 15.7 | 5.1] 20. 9 
| | | 


1 For definitions and coverage, see notes on coveraze, 

? During fiscal years 1951 and 1952, contracts outside United States were defined as those contracts entered 
into by contracting offices outside the United States. For this reason Armed Services Petroleum Pur- 
chasing Agency shows a zero for work outside the United States during these 2 years. Beginning with 
fiscal year 1953, the definition was changed to include contracts placed in the United States for work per- 
formance outside the United States. 


Source: Military Prime Contracts With Small Business and Other Contractors, Fiscal Year 1956 Sum- 
mary, Office of Assistant Secretary of Defense (Supply and Logistics), Oct. 9, 1956, p. 16, 


2. Subcontract report form 


The committee was pleased to receive word from Mr. Pike that the 
Department of Defense subcontracting report form received the neces- 
sary Budget Bureau approval on May 18, 1956. Mr. Pike reported 
that the form would be placed in use among major military contractors 
starting July 1, 1956, and that information based on these reports 
should be available about May 1957. The subcontract report form 
and the subcontracting program have been under study and discus- 
sion in the Department of Defense since 1951. It is regrettable that 


it has taken so long to get the reporting phase of the program into 
full operation and it is not possible at this time to fix the blame for ў 
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this delay. It appears that the delays were compounded of lack of 
sufficient impetus in the military departments on the one hand, and 
on the other hand, an excess of inertia in other agencies having review 
and approval responsibilities. 

8. Advertising versus negotiation 

One of the most significant contributions made by the military to 
this year's hearings on small-business partic ipation in Government 
procurement was a study entitled “Effect of Advertising, Negotiation, 
and Synopsis on Small Business Participation in Defense Procure- 
ment.” $ Based on an analysis of procurement actions during the 
4-month period July through September 1955, the study reviewed the 
results of negotiation and advertising on Army and Navy procure- 
ments of supplies and services over $10,000 and in the small-business 
potential. The analysis indicated that small business obtained a 
larger share of the part of the pote ntial procured by negotiation— 
73 percent—than of the portion of the potential procured by advertis- 
ing—49 percent. 

Commenting on the study, Mr. Pike said that if the results of 
further investigation confirm the data developed to date, he would 
conclude that procurement by negotiation is not detrimental to small- 
business participation in military procurement, and that in many 
areas of procurement negotiation is highly advantageous to small 
concerns. 

'This committee has long held to the belief that small business fares 
better under free and open competition, that it obtains a larger share 
of defense business where the military employs the advertised, com- 
petitive method of procurement than it does where defense contracts 
are negotiated. Small-business men have almost uniformly con- 
curred in this belief in their contacts with the committee. The 
committee is therefore not prepared to accept as conclusive the find- 
ings arrived at by Defense in its relatively short study of the data in 
this area. As suggested by Mr. Pike, it will be necessary to obtain 
substantially more data—at least a year’s experience—before reaching 
firm conclusions. 

The Department of Defense is to be complimented, however, on 
this study. It represents one of the most constructive and informa- 
tive pieces of work produced by the military since the inception of the 
small-business program in the Department of Defense. It gives evi- 
dence of some original thinking on small-business problems that could 
bring about fundamental changes in the overall approach to the 
question of small-business participation in military procurement. 


New de velopments 

Mr. Pike reported on a number of steps taken by his office in the 
past year to stimulate and improve the Department of Defense small- 
business program. One of these was the publication of Department 
of Defense Directive 5025.1, ерене й of Defense Directives 
System, which provides for review of proposed military implementing 
documents by the Office of the Secretary of Defense prior to issuance by 
the military ‘departments. This directive should go far to eliminate 
conflicts i in implementing documents issued by the various military 


— 


, Repeodased in full in hearings. 
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departments, a common irritant to small business in its dealings with 
the military. 

In another area, Mr. Pike mentioned the work done by his staff in 
assisting the Small Business Administration in the development of a 
new definition of small business for procurement purposes. While 
Mr. Pike asserted that the adoption of a complex definition might 
hamper the administration of the Department of Defense small-busi- 
ness program, he stated that the Department was prepared to accept 
and administer a definition that would be more realistic. The com- 
mittee is aware of the great amount of time and effort that has been 
expended not only by Defense but by other agencies in assisting the 
Small Business Administration on this difficult problem of definition. 
It is the committee’s feeling that this joint effort speaks well for the 
new spirit of cooperation and dedication among agencies concerned 
with small business. 


. Procurement assignment board 

Members of the staff of the committee visited the Ordnance Tank 
Automotive Command (OTAC) in Detroit prior to the opening of the 
annual hearings on Government procurement and there observed : 
device designated by OTAC as its procurement assignment board 
which арре: ared to have special significance and benefits for small 
business. The board consists of personnel actively responsible for 
procurement action, including buyers, contracting officers, legal and 
technical officers, and the OTAC small-business specialist. The board 
meets almost daily for the purpose of allowing the buyers to identify 
items they are about to purchase and to outline the method they pro- 
pose to use in the procurement, the number and types of sources to be 
solicited and all other facets of the proposed action. All of the other 
personne] attending the board meetings, including the small-business 
specialist, have an opportunity then and there to suggest and recom- 
mend alternate means of procuring the item or items in question. 
Your committee was struck with the fact that here the small-business 
specialist has an open opportunity at the very outset of a procurement 
action to speak up if he feels small-business objectives are being over- 
looked or to suggest additional small-business sources for solicitation. 
Other military purchasing installations make frequent use of procure- 
ment award boards which consist of substantially the small personnel 
but which meet only after all actions except the actual awards have 
been completed. Then it is oftentimes too late to go back and correct 
an oversight. Delays in procurement actions at this late stage are 
often impossible or costly. 

Questioning of representatives of the Department of Defense on the 
extent of the use of the procurement assignment board technique 
throughout the military departments indicated only a general knowl- 
edge of the device and little information as to the extent of its use. 
Mr. Pike agreed that the technique had merit and said he would 
undertake a survey of the military departments to determine the 
extent of its use and to urge its adoption where it was not in use. 
This raised another question, namely, the sufficiency of present mech- 
anisms within the Department of Вые to bring worthwhile im- 
provements to the knowledge of other elements of the military. 16 
would appear that the preseat mechanism for coordinating, reviewing, 
and disseminating new techniques on amall business within the 
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Department of Defense is not as effective as it might be and should be 
to insure the maximum benefits for small business. 


D. DEPARTMENT OF THE ARMY 


Frank H. Higgins, Assistant Secretary of the Army (Logistics) was 
the principal witness for the Army for the third year. Mr. Higgins 
displayed a genuine interest in the Army small-business program and 
an intimate knowledge of its workings. He referred to a series of 
conferences which he had held during the past year at various points 
throughout the United States with Army contracting officers, “the 
forgotten man” as Mr. Higgins described him. Some 1,023 con- 
tracting officers attended these conferences at 10 key points, and one 
of the principal items on the agenda for each of the all-day meetings 
was small business. Jack Askins, small-business advisor to Mr. Hie- 
gins, spoke at each of the meetings, outlining Army small-business 
policies and answering questions on small-business problems from 
those in attendance. 

1. New publications 

In recounting other steps taken by the Army during the past year 
in furtherance of its small-business program, Mr. Higgins mentioned 
a new booklet listing Army small-business specialists and representa- 
tives at principal purchasing offices throughout the United States. 
The booklet is arranged on a State-by-State basis and is available 
through Mr. Higgins’ office. Another aid described by Mr. Higgins 
was an alphabetical listing of all Army prime contractors who have 
received contracts of a million dollars or more during the first 8 
months of fiscal year 1956. Designed to acquaint small companies 
with subcontracting opportunities, this publication is also available 
through Mr. Higgins’ office in Washington. 

Mr. Askins cited Army implementations of three new Department 
of Defense directives issued or revised during the past year as evidence 
of that Department’s continuing effort on behalf of small business. 
These were the implementations of Department of Defense Directive 
4100.9, relative to cooperation with the Small Business Administra- 
tion; 4100.10, on the Department of Defense small-business program; 
and 4100.20, on subcontracting. He also noted that during the past 
year, 1,098 small firms received contracts from the Army for the first 
time. He was not able to state how many small firms had disappeared 
from the Army bid lists in the same period. 


2. Subcontracting 

Mr. Askins spoke with some pride of the Army’s activity in the 
subcontracting area. He noted that 447 Army prime contractors 
with contracts valued at $1 million or more have been urged to adopt 
the Army small-business subcontracting program and that to date 212 
of these companies have agreed to do so. It developed that of the 
447 contractors, only 150 come within Army cognizance for mobiliza- 
tion planning, and earlier witnesses stated this was to be the criterion 
as to the military department which would follow through with the 
major military prime contractors on the subcontracting program. In 
response to questioning, Mr. Askins denied that the Army approach 
would create duplication or confusion in the program. The committee 
is of the opinion, however, that such indiscriminate solicitation of 
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prime contractors might well jeopardize an excellent program. Mili- 
tary prime contractors are in the business of producing weapons and 
material for the military. Requests for reports from different military 
departments for identical information in the same field—and sub- 
contracting could be one—might well alienate the good will of the 
contractor. There should be more careful review of this aspect of 
the subcontracting program in the Department of the Army. 

Mr. Askins also noted that of the 447 Army prime contractors with 
contracts in excess of $1 million, 102 were small firms. He presented 
a list of these firms and a brief description of the work they were doing 
for the Army. An analysis of the list showed that 63 of these 102 
small firms were engaged in construction contracts. The Army 
representatives agreed in answer to questioning that these contracts 
had undoubtedly been let to general contractors and that, following 
the standard definition of a small firm as one having not more than 500 

employees, the statistics relating to small business in the construction 

ит were unrealistic. It was conceded that a general contractor 
having more than 500 employees would trulv be a giant, whereas a 
contractor with 200 to 300 emplovees would still be regarded as large 
in the construction industry. The Army representatives were un- 
prepared, however, to state just how much the problem of the defini- 
tion of small business in the construction industry might be distorting 
the overall statistics on small-business participation in Army pro- 
curement. 

'The Army spokesmen were questioned relative to the degree of 
control which they felt they could or should exert over their prime 
contractors in the matter of subcontracting. Brig. Gen. A. F. 
Cassevant, Chief of the Procurement Division, Department of the 
Army, summed up the Army position in these words: 


We would then be taking the responsibility for the final 
product if we would do that, and we cannot hold the prime 
contractor responsible for the product if we move in and tell 
him how and where to buy. It just wouldn't be good busi- 
ness. We wouldn't want to and we can't. I don't think 
we should try. This is taking on a dangerous position. 

8. Proprietary rights 

This committee has received within the past year a number of 
complaints from small companies alleging that Government agencies, 
particularly the military departments, have “stolen” their proprietary 
designs and techniques and have incorporated them into Government 
specifications without the permission of the owners of these rights 
and without compensating them for this taking. The committee has 
long opposed the apparent proclivity of some agencies, notably 
the military, to issue invitations for bids or requests for proposals 
incorporating specifications calling for the reproduction of a well- 
known commercial item. These specifications invariably add the 
phrase “or equal” to the specifications, the ostensible purpose being 
to allow potential suppliers to offer an item that will meet the quality 
and performance characteristics of the commercial item. It has 
been our position that such specifications, although leaving the door 
open for the more ingenious bidders, are nevertheless restrictive in 
that, quite obviously, the manufacturer of the item named in the 
specification has a distinct advantage over others in that he already 
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has the tooling and know-how necessary to manufacture the specified 
commercial item. Thus, the complaints of small con ipanies against 
the pilfering of their proprietary rights exposed the other side of the 
*or equal" coin, namely, the possibility that in the effort to open all 
procurement to the widest possible competition, some small businesses 
are being injured through loss of their proprietary rights without 
compensation, 

Questioning of the Army representatives gave the committee an 
opportunity toe xplore this problem in some detail. Briga lier General 
Cassevant stated in answer to questioning that where a p p му 
desig "n or techniqu e 15 deve loped Бу à contractor while worki ‚оп ап 
Army contract, the Army feels free to offer it to other Polenta 
contractors. Where, however, the contractor has already developed 
the technique with his own funds and resources, the Army does not 
attempt to obtain the design or technique without compensation to 
the rightful owner. This impressed the committee as being a sound 
policy in an area that could be troublesome to small business. И 
does, however, place on the small concern with proprie tary designs 
and techniques the responsibility of guarding its rights against en- 
croachment by the Government just as it would oppose enc roachment 
by its commercial competitors. The small concern with an important 
proprietary design or technique should not blandly hand over its 
rights to a Government agency, even where a lucrative contract may 
be involved, without recognizing the possibility of losing its rights. 
It should insist on proper compensation if it appears in any way that 
its designs or know-how may be passed on to others. 


4. 0 "nrealistic delivery sched lules 


In a paper on unrealistic delivery schedules submitted to the com- 
mittee in advance of the hearings, the Army stated in part— 


Unrealistic delivery schedules which have come to the atten- 
tion of the Department of the Army are usually caused by 
an attempt to procure as quickly as possible to offset an 
unforeseen emergency. In these instances the requisitioning 
agency and the contracting officer possibly cannot meet the 
schedule. However, the schedule is used as a target in order 
to insure that the supplies will be delivered and ready for use 
at the earliest practicable date 


This appeared to confirm a belief of many small concerns which 
have complained to this committee that delivery schedules set forth 
in invitations for bids and requests for prop: s&ls are oftentimes un- 
necessarily short and arbitrary. Brigadier General Cassevant con- 
ceded that Army contracting officers have admitted such actions on 
past procurements, but insisted that such is not the policy of the 
Army. He added that directions are now being issued which will 
prohibit the publication of such requirements in all future procure- 
ments. 

Personnel 

In another paper submitted by the Army in advance of the hear- 
ings, it was shown that the salary grades of the 358 small-business 
specialists staffing the Army small-business program ranged from 
GS-4 to GS-15 ($3,175 to $11,800 per annum) and that the Army’s 
13 senior о онима specialists, the top echelon of Army small- 
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business personnel, range in salary grade from GS-8 ($4,620 per 
annum) to GS-15. "This impressed the committee as being anoma- 
lous, that personnel presumably occupying substantially similar posi- 
tions should be so dissimilar in the amount of their compensation. 
Mr. Askins stated in answer to questioning that he was not satisfied 
with the : salary grades of the small-business specialists in many of the 
technical se ‘vices and asserted he would like to see them more uni- 
form. Questioning of other representatives of the Department of 
Defense disclosed that requests for review of the job classifications 
and ratings of military small- busine 'ss specialists have been pending 
with the Civil Service Commission since April 13. It seems elemen- 
tary on the one hand that it is essential to have competent personn | 


to staff the military small-business programs, and on the other han 
persons in reasonably comparable positions should have reason: ably 
comparable compensation. An early resolution of this problem by 


the Civil Service Commission is of paramount importance to the fur- 
therance of the small-business programs envisioned by the Congress 


Е. DEPARTMENT OF THE NAVY 
1. Statistics 

The principal witness for the Navy was Raymond H. Fogler 
Assistant Secretary of the Navy (Material). He reported that 
since his last appearance before the committee in 1955 the number of 
small-business specialists assigned to major Navy purchasing activities 
had increased from 60 to 74 and that the number of industry coopera- 
tion representatives assigned to offices of inspectors of naval material 
had increased from 30 to 46. He also reported that during the calen- 
dar year 1955 small business received Navy prime contracts valued at 
$854,507 ,000, or 20.7 percent of the dollar value of all Navy prime con- 
tracts placed in 1955. In addition, on the basis of a selective survey 
conducted by the Office of Naval Material, it was estimated that an 
additional $684,178,044 was channeled to small business by Navy 
prime contractors through first-tier subcontracts. Thus, adding 
Navy prime contract dollars and first-tier subcontract dollars, small 
business received an estimated 37.3 percent of total Navy procurement 
dollars in 1955. 

Secretary Fogler also noted that since June 1950, approximately 
13,520 new contractors—more than 80 percent of them being small 
business—have participated in Navy procurements. A “new con- 
tractor” was defined as one who had not received a contract from the 
Navy since 1949. 

Capt. C. A. Blick, Assistant Chief of Naval Material for Procure- 
ment, gave detailed reports of Navy activity in specialized fields of 
interest to this committee, such as the extent of small-business partici- 
pation in negotiated Navy procurement, qualified-products lists, ad- 
vance payments and progress payments, single-service procurements, 
and subcontracting. In the area of negotiated procurements, Captain 
Blick reported that, in calendar year 1955, 87 percent of the Navy’s 

rocurement dollars—$3.57 billion—was spent through negotiation. 
Fhe remaining 13 percent was spent for items procured through adver- 
tising. In the same period, small business received $472 million in 
negotiated contracts and $382 million in advertised contracts., 
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Speaking of advance payments and progress payments, Captain 
Blick said: 

With regard to advance payments, the Navy has used 
them most sparingly since the actual Korean emergency, and 
it is our policy not to grant advance payments if there is 
some other method of financing the contract. Our pro- 
cedures for granting advance payments are set forth in | 
detail in the contract-financing section of the Navy procure- 
ment directives А 

Our policy with regard to progress payments is more 
liberal than with regard to advance payments, although we 
feet that private financing by the contractor is more de- 
sirable. 

However, where contractors are unable to obtain private 
financing, progress payments are a good tool for permiti ing the 
contractor to perform the work under a prospective contract. 

In this regard, progress payments are a definite help to 
small business, since it is usually the small-business man who 
finds it more difficult to obtain private 1 
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finaneing. Navy 
policy considers that the customary progress payments may 
be made for not more than 75 percent of total costs incurred, 
or not more than 90 percent of direct labor and material 
costs incurred for the work done under the undelivered por- 
tion of the contract. 

Insofar as is possible, we try to rely on the contractor’s 
accounting system to furnish this information and, of 
course, this is predicated upon the fact that the contractor’s 
accounting system is adequate for the proper administration 
of progress payments. 

In practically all of our contracts which cali for progress 
payments, the payments are mandatory. In those few 
cases where progress payments are optional, it is Navy 
policy not to take any action to reduce or slow down progress 
payments without sufficient notice to the contractor and 
full exploration of this financial condition, and only after 
thoroughly exploring the equities of the situation. 

















2. Functions of Navy small-business specialists 

Comdr. Neil W. Curtin (SC) USN, Chief of the Office of Navy 
Small Business, listed the following as the functions of Navy small- 
business specialists: 

(1) Act as a focal point within Navy purchasing activities for all 
small-business inquiries and problems. 

(2) Assist small-business firms to obtain information on military 
procurement. 

(3) Assist smol]l-business firms to gain placement on the bidders’ 
lists of appropriate purchasing activities. 

(4) Assist small-business firms to locate subcontract opportunities. 

(5) Screen all proposed procurements within their purchasing activ- 
ities to determine whether or not the procurements are in the small- 
business potential in order to assure that small-business firms are 
given adequate opportunity to compete for procurements in their 
potential. 
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(6) Locate additional qualified small-business concerns when such 
concerns are not adequately represented on the bidders’ lists. 

(7) Publicize daily all proposed unclassified procurements valued 
at $10,000 and above in the Department of Commerce Synopsis of 
United States Government Procurements, Sales, and Contract Awards. 

(8) Publicize weekly all unclassified contract awards valued at 
$25,000 and over in the synopsis to enable business firms to locate 
subcontract opportunities. 

(9) Distribute to small-business firms copies of the ONM pub- 
lication “Selling to Navy Prime Contractors.” 

This publication sets forth the Navy’s subcontract program on 
behalf of small business and contains the names of approximately 
500 major contractors that have agreed to subcontract to smal] busi- 
ness to the maximum extent practicable. 

(10) Cooperate with the Small Business Administration, Federal, 
State, and local agencies in regard to small-business matters. 

8. Sct-aside program 

Commander Curtin cited the Navy's adoption of a unilateral set- 
aside program during the past year as evidence of the increased rang 
of the small-business program within the Department of the Navy 
Heretofore set-asides, which reserve certain procurements exclusively 
for awards to small firms, have been authorized in the Navy only 
when entered into jointly with representatives of the Small Business 
Administration. This necessarily limited the number of Navy pur- 
chasing activities utilizing the set-aside dey ice to those where there 
was a representative of the Small Business Administration assigned 
Adoption of the unilateral set-aside program has thus far increased 
by 11 the number of Navy purchasing installations where set-asides 
are now employed to foster small-business participation in Navy 
procurement. In calendar year 1955, Navy contracting officers 
agreed to 1.704 set-asides for small business valued at $144 million. 

Commander Curtin asserted that small business has “held its own” 
in the share of Navy procurement dollars it has received during the 
past year, namely 20.7 percent of the dollar value of Navy’s direct 
purchases. When asked why small business had merely held its 
own in this period while the number of Navy personnel working 
directly on small-business problems had increased, Commander 
Curtin claimed that the types of items being procured by the Navy 
are becoming more complex and of a nature not susceptible of pro- 
duction by small concerns. When it was pointed out, however, that 
even in the area of potential procurements—that is, the procurement 
of items which are susceptible of production by small concerns—the 
share of such Navy contracts going to small business remained 
relatively unchanged, Commander Curtin was unable to account for 
this static condition. Secretary Fogler said he felt there was a rea! 
opportunity now in the Navy for the increased use of set-asides, and 
that such an increase should result in an increase in the share of 
Navy procurement going to small business. 


F. DEPARTMENT OF THE AIR FORCE 


The principal witness for the Air Force was Dudley C. Sharp, 
Assistant Secretary of the Air Force (Materiel). He cited his own 
background as a small-business man to underline his interest in the 
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Air Force small-business program. Noting that much of the material 
purchased by the Air Force is for large, complex items not capable of 
manufacture by small business—in fisc al year 1955, 60 percent of Air 
Force's procurement dollars went for aircraft and engines alone— 
Mr. Sharp stated that he was “pleasantly surprised to find such an 
effective (small-business) program in the Air Force.” He referred 
particularly to the emphasis placed on subcontracting in the Air Force 
beginning in 1951. 


New opportunities for small business 

In listing areas of Air Force procurement where small-business 
opportunities have been increased during the past year, Mr. Sharp 
referred to the program on maintenance and modification of aircraft 
which last vear amounted to more than $500 million in contracts. In 
fiscal vear 1956 this program was stepped up to include approximately 
$1 billion. 'The local purchase program, which offers substantial 
— for small business, included approximately 135,000 items 


a year ago. This year it has been increased to approximately 145,000 
items. 
2. ће search and di IX lopn ( nt 

The committee was disappointed to hear Secretary Sharp list re- 
search and development work among a classification of types of pro- 
curement in which small business is generally not qualified to partici- 
pate. The witness quickly followed up this comment, however, with 
the announcement that the Air Research and Development Command 
is now working out detailed альна ness procedures which will be 
tailored to fit the specific needs of the various research centers. Mr. 
Sharp said, in this connection: 


We intend to make every effort to assist small-business firms 
in becoming more familiar with and better able to participate 
in our research and development effort. 


This committee has long felt that research and development work 
should be a fertile field for small business and that the military depart- 
ments should encourage wider participation by small firms in research 
and development work. In recent years there appears to have been 
a tendency in the military agencies to seek out large, well-established 
companies to conduct suc h work. It is to be hoped that the steps 
being taken by the Air Research and Development Command, as 
described by Secretary Sharp, will bring about a substantial increase 
in the number of Air Force contracts going to small firms for research 
and development work. 

Indications of effi ctiveness 

Maurice Johnson, acting small-business advisor for the Air Force, 
presented a series of charts portraying various aspects of the Air 
Force small-business program and its development since 1951. Of 
particular interest was his reference to the program instituted by the 
Air Force in 1951 to analyze the disposition of Air Force contracts 
for items which were considered “suitable” for production by small 
firms. In 1952, after a full year’s study of data in this area, the Air 
Force found that small business had received in the previous year 
50 percent of the dollar value of all Air Force contracts let for items 
capable of production by small business. In each of the past 2 years, 
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small business has won 76 percent of the dollar value of contracts 
awarded by the Air Force in this area. Mr. Johnson cited this as 
one indication of the effectiveness of the Air Force small-business 
program. 

He also cited the Air Force’s action in adopting a unilateral set- 
aside program under which certain procurements are set aside for 
negotiation exclusively with firms qualifying as small business. Last 
year the set-aside program was in effect at just 15 major purchasing 
offices of the Air Force where representatives of the Small Business 
Administration are assigned. During the past year the program was 
extended to include over 150 local-purchase bases in the continental 
United States. Mr. Johnson stated he had no statistics as to e 
effectiveness of this extension of the set-aside program in the Air 
Force, mentioning directives which prohibit the compilation or 
publication of separate statistics on the unilateral set-aside actions, 
but stated that these data would be included henceforth in compre- 
hensive reports on all set-asides, both the unilateral and those entered 
into in conjunction with the representatives of the Small Business 
Administration. 

4. Subcontracting 

Lt. Col. Carl Armbrust, representing the Industrial Resources 
Division, Office of Procurement and Production, Headquarters, AMC, 
presented a detailed and interesting review of the Air Force small- 
business subcontracting program. Two points were of special sig- 
nificance in his presentation. ‘The first related to the actual authority 
of the Air Force to compel its major prime contractors to subcontract 
in accordance with the wishes of the Air Force. The second point 
concerned the actual fruits of the program, the indications as to 
whether the program is having any appreciable effect on small- 
business participation in Air Force procurement as subcontractors. 

On the first point, Colonel Armburst referred to Air Force state- 
ments of policy on subcontracting and described Air Force procedures 
in reviewing a prospective prime contractor’s subcontrac ting proposals. 
He referred to one sitvation where a prime contractor's first subcon- 
tracting proposal was unacceptable to the Air Force. Discussions 
with the contractor led to a revision of the plan to the point where the 
prime proposed to subcontract approximately 26 percent of the dollar 
value of the prime contract. This compared with an average of 
30.2 percent in the aircraft industry. Further discussions with 
the contractor finally resulted in his agreement to subcontract 46 
percent of the prime contract. 

In answer to questions as to the actual authority of the Air Force 
to compel its primes to subcontract in accordance with the wishes of 
the Air Force, it became clear that the Air Force must rely largely on 
persuasion and that it has little real authority to compel the contractor 
to do what he does not wish to do in the way of subcontracting. 
Colonel Armbrust did state that the Air Force reserves the right, 
and has exercised the right to disqualify subcontractors nominated by 
the prime contractor and found to be not acceptab!e to the Air Force. 
He added, however, “We don’t like to exercise authority along that 
line unless we absolutely have to.” 

Max Golden, Deputy for Procurement, Office of the Assistant 
Secretary of the Air Force (Materiel) added a footnote to Colonel 
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Armbrust's comments regarding Air Force authority in the sub- 
eontracting field when he stated: 


We place upon the prime contractor the responsibility 
for managing the project. * * * We hold him responsible 
for delivering on time, or performing on time. Now, we have 
got to make sure that we don't inject ourselves into his 
management to such an extent that he can say that we have 
taken away his responsibility as well. If he feels that we 
are interfering to such an extent, he will tell us. 


The statistics supplied by both Mr. Johnson and Colonel Armbrust 
relative to the extent of subcontracting by major prime contractors 
of the Air Force raised a serious question in the minds of the com- 
mittee as to whether the Air Force small-business subcontracting 
program is really paying dividends. Their presentations showed 
that an analysis of the subcontracting programs of the 100 largest 
Air Force prime contractors in 1952 showed them subcontracting 21 
percent of their prime-contract dollars with small concerns. <A similar 
analysis in 1955 showed substantially the same share going to small 
business. The logical question arises: Has the Air Force subcon- 
tracting program, which has now been in full effect since 1952, had 
no impact? Why has there not been a substantial increase in the 
subcontract dollars going to small business? Has there been any 
really concerted effort on the part of the primes to channel more 
business to small business? The answer appears to be no, in the 
light of the available data. 

The Air Force witnesses were unable to give any comprehensive 
and current data on its subcontracting program, noting that the offi- 
cial subcontract report form was only recently approved by the 
Bureau of the Budget. 

Still another interesting facet of the subcontracting program was 
brought out during the Air Force presentation. It was noted that 
Department of Defense Instruction 4100.20 on subcontracting says 
that— 


any contractor with a prime contract in excess of one million 
dollars which offers substantial subcontracting potential will be 
urged to establish and conduct a defense subcontract small- 
business program. [Emphasis supplied.] 
Air Force witnesses conceded that the qualification as to types of 
contracts that would be analyzed for subcontracting statistics would 
in effect make the entire program selective and would render impos- 
sible any equation of these particular subcontracting data to Air 
Force procurement generally. 


G. GENERAL ACCOUNTING OFFICE 


The General Accounting Office is commonly referred to as “the 


,, 


watchdog of the Congress." Its primary function is to see that ex- 
penditures from public funds are made only in the furtherance of 
governmental activities authorized by the Congress and in accord- 
ance with the requirements and limitations of applicable laws, regu- 
lations, and decisions. In the discharge of this function, the General 
Accounting Office has a responsibility and an opportunity to review 
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many aspects of Government procurement which are of interest to 
this committee. It has earned for itself an outstanding reputation 
for objectivity and thoroughness. It was for these reasons that the 
Small Business Committee established a close working relationship 
with the General Accounting Office at the very start of its operations 
in 1951. Тһе assistance which the General Accounting Office has 
furnished to the committee in the intervening years has been of great 
value in the discharge of the committee’s responsibilities. Its effi- 
cient followthrough on problems brought to its attention by the com- 
mittee, and its alertness in bringing to the committee's attention new 
problems falling within our jurisdiction have earned the committee's 
gratitude. 

Recognizing the important role played in Government procurement 
by the General Accounting Office, the committee last year invited 
officials of that agency to participate in the committee’s annual series 
of hearings on procurement. The GAO representatives made a valua- 
ble contribution to those hearings in their highlighting of problems 
relative to negotiated procurement and the need for continued con- 
gressional review of the procurement policies and practices of the 
agencies of the executive branch of the Government. Accordingly, 
in planning this year’s series of hearings on Government procurement, 
the Government Procurement Subcommittee invited the Comptroller 
General of the United States, the Ве: d of the General Accounting 
Office, to appear before the subeommittee at the conclusion of its 1956 
series of hearings to present his views on various procurement prob- 
lems of interest to the Small Business Committee. 


1. Negotiated procurement 

Comptroller General Joseph Campbell had some interesting com- 
ments to make relative to negotiated procurement as practiced by the 
military departments. The following excerpt from his testimony 
before the subcommittee sums up his observations on an important 
point: 


It came to our attention during the last year that, ap- 
parently, competitive negotiations are not in fact conducted 
by all branches of the military in the execution of many of 
their so-called negotiated contracts. The regulations which 
set forth the policies and practices of the Navy for the con- 
duct of negotiations which are to result in fixed-price types 
of contracts (designated as NPD-3-002.1) provide that, 
where the negotiator is satisiied from the proposal submitted 
that there has been adequate competition and that the low 
price or prices are reasonable, award should be made without 
further negotiation as‘to price to that responsible firm sub- 
mitting the proposal which is most advantageous to the 
Government. ‘The regulations further provide that “in such 
cases it is the policy of the Navy not to atte mpt to reduce the 
initial quotation by further negotiations”; that “whenever 
negotiations are conducted with more than one firm there 
shall be a strict avoidance of *auction' techniques" ; that “по 
information regarding the number or identity of the firms 
participating in the negotiations shall be made available to 
anyone whose official duties do not require such knowledge"; 
and that "furthermore, no indication shall be made to any 
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firm of a price which must be met to obtain further con- 
sideration.” 

In a letter addressed to us February 16, 1956, by the 
Deputy Assistant Secretary of Defense for Supply and 
Logistics, in response to our letter of January 5, 1956, to the 
Secretary of Defense, questioning the propriety of the Navy 
regulations, the Deputy Assistant Secretary advised that it 
had been determined tentatively to adopt the Navy proce- 
dure for DOD-wide use. He explained the Defense De- 
partment’s position with the following statement: 

“Pricing techniques to support negotiation cannot 
identical for all transactions, but must be tailored to 
requirements of each kind of situation. Our experience І 
established the belief that, whatever may be the partic u 
problem, we must find a way to cause the potential contractor 
to pro ide his best quotation. W. e believe that this can best 
ђе аб mplished if he is not assured that there will be further 
паге bargaining. If so assured, he will, without 
question, present his quotation in such a way as to include a 
continge псу allowance for пет 


tiation purposes. In the 


latter instance, we can never be certain that the bargaining 
will result in mo such allowances. It must be pointed 
out that if the contracting officer believes that the lowest 
quotation which he has received is not reasonable, the Gov- 
ernment has kept open its option to ‘bargain’ btai 


reasonable pric ing.’ 
This shows be vond doubt that, even though a 

being let pursuant to the authority to negotiate, the De- 
fense Department’s aim is to induce the potential contractor 
to submit his best price at the outset as a basis for not nego- 
tiating with the interested bidders. Further, the Depart- 
ment admittedly feels that this objective must be achieved 
by conducting procurements in such a way as to assure 
potential contractors that there will be no negotiations con- 
ducted. Considering these facts with the further fact that, 
in those cases where the prices quoted pursuant to requests 
for propos: is are de 'emed reas nable, the applica ib] le reeula- 
tions require the award to be made without further neg tia- 
tion as to price, it is a fair assumption that a larg re number 
of the contracts entered into by the military estal а ents 
under their authority to ne ‘otiate are ай without 
anv actual negotiation or individual bargaining. This situa- 
tion concerns us аабб bi lt, because we lega Пу 
cannot take issue with the Department's position. that 
negotiation can be “any method of procurement other 
than formal advertising,” and also because we recognize the 
practical and equitable considerations which would be 
involved in attempting to require a procedure which could 
have as its logical end result the establishment of an 
auction-type system of contracting based upon playing one 
bidder's price against another's, we feel that this problem 
would have to be carefully studied before we would be justi- 
fied in raising any further question regarding it. Of course, 
too, the Defense Department has advised us that the pres- 
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ent I have been adopted only on a tentative basis 
pending the development of price-negotiation policies and 
practices. 


If this be true, if the Department of Defense proposes to adopt a 
procedure on negotiation which in fact contemplates the award of 
contracts “without any actual negotiation or individual bargaining" as 
reported by the Comptroller General, then this committee will want to 
study the matter closely. It has long been our position that negoti- 
ated procurement, by the very nature of the process, militates against 
the interests of small business and the system of free and open com- 
petition in which small business is afforded an equitable opportunity 
to share in Government contracts. This will continue to be our posi- 
tion until we receive clear and convincing evidence to show that nego- 
tiated procurement is more beneficial to small business than adver- 
tised, competitive-bid procedures. 

The Small Business Committee certainly should not and could not 
condone a system of so-called negotiated procurement which does not 
even conform to the dictionary definition of the word “negotiate.” ° 
If our study of this problem indicates that the Department of Defense 
does in fact contemplate adopting procedures on negotiation such as 
those alluded to by the Comptroller General, then the membership of 
this committee will want to consider the necessity of urging the Con- 
gress to enact amendments to the basic procurement law which will 
bring the military procedures in this area into consonance with the clear 
intent of Congress on the nature and scope of “negotiated” procure- 
ment. 

2. GAO procedures on protests 

In its invitation to the Comptroller General to testify at this year’s 
hearings, the Government Procurement Subcommittee specifically 
asked him to outline the steps taken by his agency on receipt of a timelv 
protest from a bidder on a procurement action. Mr. Campbell 
summarized these steps as follows: 


We know from experience that there are two sides to these 
protest cases and that as a general proposition we would not 
be justified in proceeding on the assumption that the con- 
tracting agency was or would be in error in taking the action 
protested against. Should we do so and it later developed 
after consideration of both sides of the controversy that the 
protest was invalid, we could find ourselves in the position of 
having unnecessarily delayed the award of a contract for 
urgently needed materials or services or having subjected the 
Government to a suit for damages for breach of contract. 
Consequently, even where the protesting bidder promptly 
presents us with a prima facie case, we do not feel that it 
would be proper at that point to direct the withholding of 
the award or the issuance of a stop order if the award has 
already been made. 

Immediately upon receipt of such a protest, however, we 
analyze it and, if the circumstances appear to warrant, con- 
tact the contracting agency by telephone, advise the agency 
of the protest, and inform it of the possible consequences of 


* “negotiate. To hold intercourse with a view to coming to terms; to confer regarding a basis of agree 
ment." Webster's New Collegiate Dictionary, 1953. 
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making an award, or of permitting performance if the award 
has been made, pending final consideration of the protest. 
At the same time, we address a letter to the head of the 
agency formally requesting a report, including a full state- 
ment of facts and the pertinent contract documents. "These 
development letters generally conclude with the statement 
that the requested report should be expedited so as to 
minimize the consequences of possible cancellation in the 
event an award has been made or it should be determined 
that the administrative action was in error. Except in cases 
involving the Department of the Army, as I shall explain 
later, if the report is not forthcoming after 3 weeks have 
elapsed, we follow up our original request by a second letter 
or telephone call. The same procedure is repeated each 
thirty days thereafter until the report is received. 

With regard to Department ot the Army bid-protest cases, 
in a letter dated August 26, 1955, the Assistant Secretary of 
the Army for Logistics advised us, in effect, that, while the 
Department of the Army is anxious to supply data requested 
by our Office as expeditiously as possible, a period of 30 days is 
usually required for the Department to reply to our requests 
for reports because of the necessity for obtaining detailed in- 
formation and files from its field activities, and that a follow- 
up procedure not taking this fact into consideration would be 
premature and would place an additional administrative bur- 
den on the Department. By letter dated September 9, 1955, 
we replied to the effect that we would be glad to change 
our followup procedure on a trial basis to accord with the 
facts and assurances contained in the Assistant Secretary's 
letter. This change was made and up to the present time 
at least we have observed no justifiable basis for complaining 
that it has had any adverse effect on the necessary develop- 
ment of our cases, 

In certain instances, in addition to requesting an adminis- 
trative report, we make an independent investigation of the 
facts alleged by the protesting bidder or reported by the con- 
tracting agency. Also, where we are not entirely satisfied 
with the findings administratively reported and in cases where 
the protesting bidder requests an opportunity to consider and 
rebut such findings, we make the administrative report avail- 
able to the protestant for that purpose. On occasion, this 
practice has enabled us to arrive at a more satisfactory solu- 
tion to the problem presented than would have been possible 
on the basis of the administrative report originally submitted. 


The committee was gratified to note that the procedures of the 
General Accounting Office on receipt of complaints from unsuccessful 
bidders parrallel closely those of this committee in processing such a 
complaint. The committee recognizes that precipitate action in 
summarily ordering suspension of a procurement action by a Gov- 
ernment agency can often result in more harm than good for small 
business. The General Accounting Office occupies a most responsible 
position in this field, and the sense of responsibility noted in its 
nee for the processing of a complaint from an unsuccessful 

idder is creditable. 
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8. False certifications as to size 


Mr. Campbell cited a recent case which came to the attention of his 
agency wherein it was learned that the Philadelphia district, Corps of 
Engineers, Department of the Army, had awarded a contract to a 
company under the set-aside program authorized by the Small 
Business Act of 1953. Investigation by the General Accounting 
Office disclo:ed that the contract in question was for the procurement 
of one-third of a total quantity of a certain item, and that the company 
receiving the contract in question had represented itself to be a small- 
business concern, as required by that portion of the law authorizing the 
set-aside program. A contract to furnish the balance of the require- 
ment had been let to a large business concern. The GAO investiga- 
tion further disclosed that all of the equipment covered by both 
contracts was being furnished by the large business concern which 
obtained the contract for the portion of the procurement not set aside. 
To qualify as a small business for the set-aside portion, the first 
contractor had stated in its bid that it was a manufacturer and that 
it and its affiliates employed less than 500 persons. The GAO investi- 
gation disclosed, however, that it did not have a manufacturing plant 
and facilities or an organization to operate under such facilities except 
through other corporations. It appeared that the contractor was or 
had been affiliated with three other companies or corporations and, 
when the contract was being negotiated, the contractor and these 
affiliates had more than 900 employees. The Comptroller General 
commented eryptically: 


If, as appears to be the case, neither the contractor nor the 
manufacturer of the equipment was a small-business concern, 
the purposes of the Small Business Act were not furthered 
by this procurement, despite the fact that the payments 
under the two contracts exceeded by more than $9,600 the 
amount of the lowest bid for the entire quantity. 


The Comptroller General added that his agency brought this matter 
to the attention of the Administrator of the Small Business Adminis- 
tration and the Secretary of the Army on April 16, 1956. In answer 
to questioning, the GAO representatives stated they had no doubt 
but that, if the final results of this particular case indicated a need to 
refer the case to the Justice Department, and, if that Department 
found this was a deliberate misrepresentation to the Government to 
get business from the Government, the Justice Department would 
proceed against the contráctor under statutes making such misrepre- 
sentations a criminal offense. 

The committee must agree with the Comptroller General that 
certainly this case did not further the aims of the Small Business 
Act nor of small business generally. Certainly the procurement agen- 
cies and the Small Business Administration have a responsibility 
in this type of case to establish that a concern purporting to be a small 
business for the purposes of qualifying under the set-aside program 
is in fact a small business. Any negligence in carrying out this re- 
sponsibility thwarts the intent of Congress and the efforts of those 
seeking to foster greater participation by small business in Govern- 
ment procurement. Such negligence cannot be condoned, and this 
committee would urge the responsible agencies to take quick and 
drastic action to stamp out such practices. 


SSE Ca M EROR 


схавае 


ap Miet tm PEN TL 


Ci 


gr 
en 
th 
of 


th 
m 
W 


pi 


wW 
al 
01 
di 
о! 
hi 


а! 





GOVERNMENT PROCUREMENT—1956 27 


СНАРТЕВ П. Sicnrosts or PROGRESS ON SMALL-BUSINESS PROGRAMS 
A. ATTITUDES 


There are definite signposts of progress in the small-business pro- 
grams of the executive agencies. Anyone who compares the pres- 
entations of the agencies in n committee's 1956 hearings with 
those heard by the committee in prior years is struck by a number 
of contrasts that bespeak А, Notable among these are the 
very attitudes of the agency officials and their newly found grasp of 
the subject. Formerly one noted a defensive attitude on the part of 
many of the agency representatives. They seemed more concerned 
with maintaining a status quo and defending a “business as usual” 
philosophy than they did with implementing congressional intent on 
small-business participation in Government procurement. Even 
where they displayed a recognition of congressional intent in this area 
and a willingness to assist, many of the agency spokesmen showed little 
or no knowledge of the problems of small business and of the need for 
direct action to diate those problems. In general, there was an air 
of bland self-assurance displayed by many of the witnesses in earlier 
hearings which laid bare the vast problem confronting this committee 
and others seeking to carry out the intent of Congress. 

In the 1956 hearings, the top officials responsible for procurement 
in the various agencies came before your committee and gave a con- 
vincing display of sincerity in their pronouncements on their agencies’ 
small-business programs. ‘They discussed candidly and usually very 
knowledgeably the most technical aspects of small-business problems. 
It was not a matter of calling on some subordinate to explain what 
the agency was doing in this or that field, or what the agency policy was 
with respect to some relatively obscure problem. On the other hand, 
they did not pretend to have the final answer on every problem. They 
gave clear indications of being sympathetic to small-business prob- 
lems and anxious to find new ways to conquer those problems. In 
several instances they conceded in answer to committee questions that 
their policies and procedures might bear reexamination. They wel- 
comed suggestions on new ways to get the job done. 

This new attitude, which has developed gradually over the years, 
must be marked up as a plus for small business. It is axiomatic that 
a good small-business program can succeed in an agency only if the 
top responsible officials understand the program and are sy mpathetic 
to it. This committee has long advoc д intensive indoctrination of 
top procurement officials in small-business problems. Only if those 
officials study those problems and work at them can the agency small- 
business program виссес d. If the attitudes displayed bv the agency 
officials in this year's hearings are any eriterion, then much can be 
expected of the small-business programs of the executive branch. 


B. RELATIONS WITH THE SMALL BUSINESS ADMINISTRATION 


The Small Business Administration came into being on July 1, 1953. 
In the first several months of its existence, and indeed until quite 
recently, it had a difficult time enlisting the cooperation and friendly 
assistance of agencies of the executive branch concerned with procure- 
ment matters. The older agencies, particularly the military depart- 
ments, were prone to regard the representatives of the Small Business 
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Administration as *Johnny-come-latelys" in the procurement busi- 
ness. There was an obvious resentment of the SBA representatives 
when they first went into the procurement agencies to carry out their 
congressional mandate on set-asides for small business. They met a 
cold wall of resistance and a myriad of reasons why specific procure- 
ments could not or should not be set aside for small business. 

SBA encountered the same resistance on their certification program. 
By the terms of section 211 (d) of the Small Business Act of 1953, rep- 
resentatives of SBA are empowered to issue certificates of competency 
as to capacity and credit of small concerns otherwise qualified to take 
a Government contract. These certificates are binding on procure- 
ment officials, and once issued, the procuring agency is bound to place 
the contract in question with the small concern so certified. Again, 
there was resentment of this procedure in many quarters. 

On the surface, agencies approached by SBA representatives gave 
assurances of their desire to cooperate with the new agency in carrying 
out its small-business mission, but privately the procurement personnel 
of other agencies spoke derisively and contemptuously of the new 
agency and its representatives. At times it seemed that every con- 
ceivable roadblock was being thrown in the way of SBA to frustrate 
it in its work. 

The attitude toward the Small Business Administration has 
changed. The new Department of Defense Directive 4100.9, on 
relations with the Small Business Administration, has been commended 
by the Administrator of SBA. More importantly, procurement 
personnel in the military departments appear to know and accept the 
directive at its face value. One finds SBA personnel sharing offices 
with military procurement personnel at major procurement centers 
throughout the country. There is close liaison between SBA and 
the procurement agencies, both military and civilian. Where for- 
merly SBA made little progress in its efforts to get approvals from 
procurement personnel on set-asides for small business, one now finds 
the procurement agencies designating set-asides for small business on 
their own initiative. And controversies over SBA’s certificates of 
competency, once so common, have now all but disappeared. 

Approximately 1 year ago the Small Business Administration 
undertook the task of developing a new definition of small business, 
the historical size test of 500 employees having been questioned as 
being unrealistic in many respects for procurement purposes. It 
sought the assistance of the procurement agencies in working out a 
new definition. The agencies responded promptly and an inter- 
agency task force was established to work out the problem coopera- 
tively with SBA. Much time and energy has been expended on the 
project, and it is now virtually completed. It has been both refreshing 
and reassuring to your committee to note this cooperative effort and 
to hear representatives of the procurement agencies stoutly defending 
SBA’s position on the definition question, some with considerable 
emotion. Such a display of cooperation would have been impossible 
2 years ago. 

This development is long overdue. The time has long since passed 
when the interests of small business could tolerate the internecine 
strife that characterized the executive branch in days gone by. Com- 
petition between agencies to build a record on small-business accom- 
plishments is fine when that competition is carried on in a friendly, 
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cooperative spirit. But the need for a unified attack on small-business 
problems is urgent today, and it is hoped that the new spirit of co- 
operation and joint effort that has developed between SBA and the 
other agencies of the executive branch concerned with procurement, 
will enable both SBA and the other executive agencies to make a 
substantially greater contribution to the small-business effort. 


С. SUBCONTRACTING 


During the 1956 hearings some of the agencies, notably the Atomic 
Energy Commission and the Air Force, made much of the fact that 
many of the items they buy can be produced only by large concerns, 
and thus the small percentage of their prime-contract dollars going 
to small business. They then noted the much greater opportunities 
open to small business through subcontracting and explained what 
they were doing to stimulate their agencies’ subcontracting programs. 
The committee has already commented with approval on the sub- 
contracting program of the Atomic Energy Commission. 

The Air Force comment relative to subcontract opportunities was 
echoed in varying degrees by the Army and Navy. Thus it is with 
a feeling of progress that the committee notes, at long last, Budget 
Bureau approval of the Department of Defense small business sub- 
contract form. This is the key to the subcontracting programs of 
the military departments if one is to judge correctly the sense of 
accomplishment evidenced by the military representatives on an- 
nouncing the approval of the form. In any event, much credit is due 
those in the Department of Defense who saw the form through the 
labyrinth of reviews and approvals, not only by Government agencies 
having an interest in it but also by private industry which has agreed 
to use it. 

Our recognition of this accomplishment as a plus mark for small 
business must be tentative, however. In the opinion of the committee, 
the form alone cannot increase the share of military procurement 
dollars going to small business through subcontracting. The proof 
of the form and of the entire defense subcontracting program will lie 
in the statistics which the major prime contractors inscribe on it. 
Unfortunately, it will be several months, and perhaps years, before 
either this committee or the Department of Defense will be in a posi- 
tion to judge whether the subcontracting program justifies all the 
effort expended on it. Much remains to be done by the military 
departments with their major prime contractors to stimulate greater 
small-business participation in defense subcontracts. But the ap- 
proval of the report form opens up a new area of opportunity for 
military small-business personnel, and in this sense much has been 
accomplished. 

D. CIVILIAN AGENCIES 


An analysis of the procurement actions of civilian agencies of the 
executive branch for the last 6 months of 1955 reflects that they spent 
a total of $548 million on 247,220 actions of more than $25 in size. 
Of this amount $269 million, or 49.1 percent of the total, was placed 
with small business. Table 2 sets forth detailed data for all agencies 
except the Atomic Energy Commission, which reported to the com- 
mittee during this year’s hearing that in the same 6 months’ period, 
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AEC spent $631 million on prime-contract actions, of which 
million, or 2.8 percent of the total, was placed with small business. 
Reference has already been made to the AEC subcontracting program 
which placed an additional $97.2 million with small business in the 
same period.” 

The civilian agencies are to be commended on the volume of their 
total prime contracts which they place with small business. It is 
conceded that the types of items they buy are perhaps more of the 
nature susceptible of manufacture by small business than are those 
purchased by the military. Nevertheless, the high percentage of 
small-business participation in the procurement programs of many of 
the civilian agencies, achieved without the benefit of elaborate small- 


business programs, suggests the possibility that they may be employing : 
techniques still untried by the military departments. A study of 
those techniques might yield dividends for the military small-business | i 


programs. It is known, for example, that the International Coopera- 

tion Administration, which spends a great portion of its procurement с 
dollars overseas for mutual assistance programs, employs a system of | | 
advertising under which all proposed purchases in excess of $5,000 by - 
either governments or individuals overseas, are published and circu- | | 
lated to producers in this country, thus affording American companies - 
an opportunity to compete for such business. 

While the dollar volume of procurement by civilian agencies is 
relatively insignificant when compared with the value of military 
purchases, the success of the civilian agencies in channeling substantial 
shares of prime contract dollars to small business is worthy of note 
and study. | 


V See p. 8, supra. : 
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СНАРТЕВ 11. UNrivisugp BusrNEsS AND New Prosiems 
A. SMALL-BUSINESS SHARE OF GOVERNMENT CONTRACTS 


Reference has already been made in this report to the declining 
share of military prime contracts going to small business." This is a 
matter of serious concern to your committee. It cannot be explained 
away in any simple fashion. The military departments are wont to 
try to explain it away by referring again to the fact that the types of 
items they buy in a given year will largely control the amount of 
business they can place with small business. They assert that in 
years when they are spending large sums for airplanes, tanks, guns, 
and the like, the small-business share of the military prime contract 
dollar will fall. Examination of the detailed statistics” will show a 
rough correlation between these two factors, but this is not the full 
answer. In 1951, for example, when the Department of Defense 
spent $32.6 billion, small business received 20.9 percent of the prime- 
contract dollars. The military small-business programs were in their 
infancy at that time. Yet, in 1953, when Defense spent an almost 
identical amount, $32.3 billion, and when the military small-business 
programs had been in operation for 3 years, small business received 
just 16.2 percent of the prime-contract dollars. 

Another answer advanced by the military departments is that a 
better gage of how small business is doing is contained in the available 
statistics of the military departments on the share of the small-business 
potential going to small business. But here again the statistics 
show small business losing ground. Data published by the Depart- 
ment of Defense show that in fiscal year 1953 small business received 
74.2 percent of the net value of contracts which it was capable of 
producing. This figure declined to 71.4 percent in 1954 and in 1955 
there was a further decline to 69.4 percent.” Even after giving weight 
to the military’s contention that it has added many items to the list 
of "susceptibles," your committee was still surprised that fiscal year 
1956 data showed a plunge to 63.8 percent of contracts which small 
business can handle actually being awarded to these small producers. 
By contrast, the General Services Administration, which has no 
separate, formal small-business program that would compare with 
those of the military departments, reported that 88 percent of its 
business in the small-business potential went to small business in 
1955. This is further evidence of the fact that much remains to be 
done by the military departments to increase small-business partici- 
pation in defense procurement. 


B. PERSONNEL 


The committee noted with approval the increased numbers of 
personnel assigned in the past year to small-business functions, par- 
ticularly in the military departments. Normally, more people means 
more work done, and it is apparent that there is much work to be 
done to give substance to the small-business programs of the executive 
agencies. But the mere adding of people will not accomplish the 


и Бее р. 2, supra. 

12 See table 1, p. 10, supra. 

18 Department of Defense report, Military Prime Contracts With Small Business; Fiscal Year 1955Sum- 
mary. October 4, 1955, table 10. 





tas 
tre 


| 
| 





GOVERNMENT PROCUREMENT—1956 35 


task at hand. The people selected must be well qualified, well 
trained, and adequately compensated. 

The committee is disturbed at the delays in obtaining the approval 
of the Civil Service Commission on job classifications and ratings for 
small-business personnel. Such delays do serious harm to the small- 
business programs of the agencies. They discourage present in- 
eumbents from seeking advancement in the small-business programs 
of the executive agencies and discourage otherwise well-qualified 
candidates from entering the program. 

In the matter of training, members of the staff of the committee 
have had occasion during the past year to observe regional meetings 
of military small- business personnel. The stated purpose of the 
meetings was to exchange ideas and to discuss small-business prob- 
lems in a completely informal and candid fashion. It was the opinion 
of the committee’s representatives that the meetings failed to accom- 
plish this purpose. The agenda for the meetings covered the most 
elementary aspects of the small-business program and allowed little 
or no time for discussion of new ideas or practical problems. It was 
the opinion of the staff members that their very presence at the meet- 
ings might have inhibited the small-business personnel representing 
the military departments. In any event, it was their opinion that 
the purpose of such meetings might be better served if attendance 
were restricted solely to agency small-business personnel and if the 
program allowed far more latitude for frank discussion of any and all 
problems relating to the implementation of the small-business pro- 
gram. 

There also appears to be a serious lack of liaison between various 
segments of some departments, and between the different departments 
of the executive branch. Reference has already been made to the 
Procurement Assignment Board in operation at OTAC in Detroit, 
and the apparent lack of familiarity with this device displayed by 
other military procurement agencies. Another example of the lack 
of coordination between the military departments and their failure 
to capitalize on each other’s successful techniques would be the small 
business coordination sheet in use in the Air Force. This is a one- 
page form executed jointly by the Air Force contracting officer and 
small-business specialist on each procurement action of $5,000 or 
more to note that due consideration has been given to small-business 
objectives. A similar device is in use in the Navy, but efforts to 
install such a device in the Army small-business program have been 
unuscecessful to date. In like manner, it would seem that small- 
business representatives of the military and civilian agencies might 
benefit greatly from visiting and studying the procurement techniques 
of other departments. 


C. RESEARCH AND DEVELOPMENT 


Traditionally, when one thinks of research and development and all 
of the inventive arts, he is reminded of the Edisons and Fords and 
Morses, laboring in solitary loneliness in a small attic shop or garage. 
History tells us that most of the great inventions that placed America 
in the vanguard of the industrial revolution had their beginnings in 
such surroundings. Thus we are inclined to associate small business 
with research and development. Such is not the case according to 
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agencies of the executive branch engaged in the hiring of services for 
research and development work. e are told that in this complex 
age of guided missiles and supersonic aircraft, research and develop- 
ment work must be entrusted to large companies with their large 
research facilities. 

When this subject came up for discussion at last year's hearings, it 
developed that the Department of Defense had no statistics which 
would tell accurately and comprehensively how much of the military 
procurement dollar was going to large or small business for research 
and development work. Such data were presented this year. The 
committee was informed that out of a total of $1.168 billion spent by 
the military agencies on such work in the first 8 months of fiscal year 
1956, small business received just $59.4 million, or 5.1 percent of the 
total. (See table 3.) The one bright ray of hope for small business in 
the field of research and development was Secretary Sharp’s announce- 
ment that the Air Research and Development Command was insti- 
tuting a small-business program." 

The committee will be watching the Air Force program with great 
interest. It is hoped that an aggressive program of seeking out 
small-business sources for research and development work on Air 
Force contracts will prove that the small, independent research shop 
is not gone forever. 


Тавіе 3.—Military prime contracts with business firms in the United States for 
experimental, developmental, and research work '—Net value of procurement 
actions with small business and other firms? July 1, 1955-Јипе 80, 1956 


[Amounts in thousands] 


With small business firms | With large 








Total business 
firms 
Amount Percent 
Дона вољан $2, 341, 179 $138, 361 5. $2, 202, 818 
В ооо донный, 387, 205 36, 569 9.4 350, 636 
Ыы аа сары. 473, 891 46, 819 9.9 427, 072 
ДИ Д евнанно а Валь 1, 480, 083 54, 973 3.7 1, 455, 110 


t Includes contracts for work in United States Territories and possessions. Excludes contracts for 
work in foreign countries, and intragovernmental and intraservice procurement. Includes contracts 
with educational and nonprofit institutions, 


3 Data include all procurement actions, except for Air Force during the period July-December 1955, 
when procurement actions of less than $10,000 in value are excluded. 


Source: Office of the Assistant Secretary of Defense (Supply and Logistics), Aug. 23, 1956. 
D. ADVERTISED VERSUS NEGOTIATED PROCUREMENT 


The committee will also be following with great interest the study 
by the Department of Defense on the effects of negotiation and 
advertising on small-business participation in military procurement.” 
As noted previously, the committee is not prepared to accept as con- 
clusive the findings thus far in this study. It is entirely possible that 
the success of small business in obtaining business through negotiated 
contracts is attributable to the fact that the military small-business 
program is paying unexpected dividends in this area. It is not in- 
conceivable that the aggressive seeking out of small-business sources 
to handle negotiated procurements in the small-business potential 


1* Bee p. 19, supra. 
Ч See p. 11, supra. 
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may have contributed in large part to the success of small business in 
acquiring such business. It could be that the advertised method, 
where the agency more often waits for the potential supplier to come 
in, may not be reaching the small producer as well as do the tech- 
niques employed in the negotiated procurement process. 

our committee was impressed with the presentation made by the 
Comptroller General on the subject of negotiated procurement. In 
the course of his remarks he asserted that the enactment of H. R. 
8710, a bill to amend the Armed Services Procurement Act of 1947, 
would materially assist his office in discharging its obligations on 
procurement matters. The effect of H. R. 8710, if enacted, would be 
to require more formally advertising procurement or, if the negotia- 
tion method of procurement is employed, more precise documentation 
of negotiated procurements. Following the conclusion of the hearings 
the chairman of your committee, joined by the chairman and the 
full membership of the Government Procurement Subcommittee, 
addressed a letter to the chairman of the Senate Committee on 
Armed Services, urging early action by that committee, which is 
currently considering H. R. 8710 after its passage by the House. 


E. DELAYS IN DEPARTMENT OF DEFENSE SMALL-BUSINESS PROGRAM 


Ever since it was established as a permanent agent of the Senate in 
1950, your committee has found that lethargy, inaction, and pro- 
crastination have characterized many of the efforts of the Defense 
Department in the small-business area. These have been laudable 
undertakings, and many should have borne fruit long before 1956 if 
top-level policies had been carried through purposefully at all echelons. 

This is the sixth yearly report on Government procurement sub- 
mitted to the Senate by your committee. In all of these summaries, 
every attempt has been made to avoid partisanship in dealing with a 
subject so technical and so important to American small business. 
Again in these pages, your committee lauds those developments of the 
past year which are beneficial to its constituency and points out those 
problems which still must be solved. 

A classic example of tne difficulties experienced in making opera- 
tional a fine program arises in connection with efforts to channel more 
military work to small firms through subcontracts from large prime 
contractors. Back in 1951, the Air Force enlisted the cooperation of 
a number of its major prime contractors in consciously seeking small- 
business sources as subcontractors and in compiling statistics on the 
amount of defense money going to small business by way of subcon- 
tracts. Several years later, the Air Force reported on its experiences 
and suggested the Army and Navy Departments initiate similar pro- 
grams. In January 1955, the Army and Navy agreed, but it was not 
until June 13, 1956, that a Defense Department directive was issued 
calling for the implementation of the program. 

If small-business programs are to be made effective, action should 
be taken to minimize delays, once basic policy agreements have been 
reached. Furthermore, after a meritorious program has been initiated, 
vigilance must be maintained at all times. In the case of subcon- 
tracting, present plans can channel much work to qualified small 
firms, but no program carries on automatically. Major prime con- 
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tractors should be checked periodically to prevent the subcontracting 
operation from becoming merely a “paper program." 

There is no room for complacency, since there is presently greater 
competition for military contracts than ever before; large firms are 
actively seeking contracts which were once almost the exclusive do- 
máin of smaller producers. Thus, there is a greater urgency for 
effective small-business programs, since it is universally recognized 
that these small firms are not only essential for the domestic economy’s 
well-being, but their facilities are indispensable in case of any future 
mobilization emergency. 

The Assistant Secretaries responsible for procurement in the De- 
partments of Defense, Army, Navy, and the Air Force and all other 
personnel staffing the military procurement program are in à unique 
position to act in this instance. To be effective, however, they must 
eliminate all procedural burdens which traditionally have made im- 

ossible fast footwork by any administrative body as large as the 
Military Establishment. 

In the opinion of your committee, the small-business program of 
the military departments is now adequately organized to accomplish 
the task that must be done. A solid foundation has been laid to 
comply with the intent of the Congress that small business be afforded 
a fair and just share of military contracts. All personnel connected 
with this task should now stimulate greater small-business participa- 
tion by actively encouraging independent producers to seek Govern- 
ment business. This can be accomplished in a relatively short period 
of time. Chambers of commerce and local business and development 
organizations should be called upon for assistance in bolstering the 
small-business program. Trade associations can be helpful if their 
aid is solicited. Small-business suppliers can be brought into the 
program if an active and aggressive effort is made to seek them out. 

Your committee recognizes that not all small concerns are interested 
in military contracts. The sheer complexity of military procurement 
forms and procedures, the myriad of regulations and rigid specifica- 
tions that abound in defense production discourage many qualified 
small concerns from even attempting to obtain defense contracts. 
Many of them prefer to exploit their regular products in the com- 
mercial market. Others who are interested in defense work prefer 
to function as subcontractors to major military prime contractors, 
since relationships in this area are more closely akin to those of the 
commercial market, avoiding many of the complexities involved in 
direct prime contracts. Nevertheless, the need exists for concerted 
action on the part of the Department of Defense to advertise more 
widely the opportunities open to small business both in prime con- 
tracts and in subcontracts. 


CHAPTER IV. Conciusions AND RECOMMENDATIONS 


1. Your committee commends the civilian agencies on their small- 
business programs and accomplishments. Excluding the Atomic 
Energy Commission, the civilian agencies are placing 49.1 percent of 
their prime contract dollars with small concerns. 'The General 
Services Administration reports that small business is receiving 88 
percent of the dollar value of the GSA prime contracts suitable for 
small business. The GSA proposals to streamline contract documents 
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and to arrange regional meetings of businessmen to acquaint them with 
GSA procurement policies and procedures are also commendable. 

'The committee recommends that the Department of Defense study 
the procurement techniques of the civilian agencies to determine 
whether the adoption of some of those techniques might increase 
small-business participation in military procurement. 

2. The Atomic Energy Commission is to be complimented on its 
subcontracting program. In operation since 1951, the program re- 
quires all AEC cost-type prime contractors to follow AEC require- 
ments on subcontracting. As a result of aggressive and imaginative 
implementation of the program by AEC procurement officials and the 

rime contractors, the share of AEC subcontract dollars going to small 
»usiness has risen from 26.7 percent in 1951 to 47.6 percent in the first 
half of 1956. Illustrative of the ingenuity employed in this program 
is the use of the Department of Commerce synopsis by the prime con- 
tractors to advertise proposed purchases. 

Your committee recommends that all procurement agencies en- 
courage their major prime contractors to advertise widely their supply 
and subcontract requirements, using not only the Department of 
Commerce synopsis but also trade publications and the commercial 

ress where appropriate. Since the Department of Defense small- 
Кабен subcontracting program is just getting underway, the com- 
mittee also strongly recommends that the military agencies study care- 
fully the organization and operation of the AEC program. 

3. Your committee realizes that statistics showing the share of 
small-business participation in military procurement are not infallible 
signposts. Nonetheless, all the data available to the committee indi- 
cate that small business is getting a smaller share of defense dollars. 
As pointed out earlier in this report, increasing competition for all 
military contracts inevitably decreases the number of those going 
almost by default to smaller producers, On the other hand, Defense 
Department and Small Business Administration programs in this 
area have undergone a long period of testing and should be able to 
increase percentages to firms employing fewer than 500 employees. 
Of major concern to your committee is the finding that small business 
is getting even fewer of those contracts deemed ‘‘suitable’” for them 
by the Military Establishment itself. 


Percent of 


| Percent of 
dollars to suitable to 

curement small busi- small busi- 

ness ness 


Fiscal year Total pro- 


Billion Percent Percent 
$32. 6 20. 9 (1) 
43.6 | 17.0 (1) 
31.8 16. 6 
13.3 | 25.3 
16.6 | 21.5 
19.6 


! Not available. 


While the committee does not question the zeal or vigor with 
which appropriate officials of the Defense Department have attacked 
the problem of increasing the small-business share in military work, 
this chart shows beyond doubt that much remains to be done. Your 








| 
| 
| 








40 GOVERNMENT PROCUREMENT—1956 


committee sincerely feels that the suggestions contained in these pages 
would assist in this important task. Their adoption anda greater 
sense of urgency within all levels of the Military Establishment should 
bring substantial improvement within the next year. 

4. The Department of Defense is currently spending approximately 
10 percent of its procurement budget for research and development 
work. In fiscal year 1956, small business received just 5.9 percent 
of the defense dollars expended for this purpose. Much remains to 
be done to increase small-business participation in research and devel- 
opment work for the military departments. The committee welcomes 
the Air Force announcement of its special program to stimulate 
small-business participation in this type of work and recommends 
that the Army and Navy also place special emphasis on this particular 
procurement activity. 

5. The committee commends the Department of Defense on its 
study of the effect of negotiation on small-business participation in 
defense procurement. This 4-month study showed that on items 
capable of production by small concerns, small business received more 
by negotiation—73 percent—than it did where the procurements were 
advertised—49 percent. This committee has long held to the belief 
that small business fares better where there is free and open competi- 
tion and has agreed with small-business men that the negotiated 
method of procurement is detrimental to small business. The com- 
mittee specifically recommends that this particular study be con- 
tinued to obtain the benefit of a full year’s data. The committee 
also recommends that the Department of Defense analyze the tech- 
niques it uses in negotiated procurements to determine whether some 
of those techniques, notably active solicitation of contractors, might 
be adapted profitably for use in advertised procurements. 

6. The committee was favorably impressed by the Army statement 
of its policy and procedures on the processing of procurements involv- 
ing proprietary rights of contractors. The committee recommends 
that all procurement agencies be most circumspect in procuring items 
involving proprietary designs or techniques and take all necessary 
measures to guard against the compromise of such rights. The com- 
mittee likewise recommends that contractors be alert to this problem 
in offering their items to the procurement agencies. ‘The contractor 
should recognize the necessity of guarding his rights against encroach- 
ment by the Government just as he would oppose encroachment by 
his commercial competitors. 

7. Your committee recommends that the Department of Defense 
take steps to improve its coordination with the various procurement 
agencies in the matter of coordinating new ideas and techniques that 
would increase small-business participation in Government procure- 
ment. It also recommends that the Small Business Administration 
assume the responsibility for coordination on such matters between 
the various procurement agencies, both military and civilian. 

8. Regional meetings of military small-business personnel should 
provide a greater opportunity for such personnel to discuss practical 
problems and questions relative to the military small-business pro- 
gram. The committee recommends that the procurement Secretaries 
of the Department of Defense direct the preparation of agenda for 

meetings which will provide ample opportunity for such dis- 
cussions. It also recommends that attendance at the regional meet- 


GOVERNMENT PROCUREMENT—1 956 41 


ings be restricted to small-business personnel or other procurement 
panan of the executive agencies. Attendance at such meetings 

y other persons inhibits those who should be participating паліта 
and frankly in the meetings. 

9. Your committee agrees with the Comptroller General that false 
certifications as to size do not further the aims of the Small Business 
Act nor of small business generally. The committee recommends that 
the procurement agencies and the Small Business Administration be 
most diligent in verifying statements of contractors claiming to be 
small concerns, particularly in connection with the set-aside program. 

10. Your committee welcomes the cooperative spirit which has 
developed recently between the procurement agencies and the Small 
Business Administration. Even greater cooperation is necessary if 
congressional intent on small-business participation in Government 
procurement is to be fully realized. The committee recommends the 
establishment of the closest possible liaison between the Small Business 
Administration and all procurement agencies so that the maximum 
unified effort can be brought to the task of furthering the ends of the 
small-business program. 
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